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FOREWORD 


Tue srupiEs sponsored by the Commonwealth-Studies Center of 
Duke University afford an unusual opportunity for the comparison 
of the economic and political institutions and processes of the Com- 
monwealth countries among themselves and with those of the United 
States. This comparative aspect of our studies is shown to excellent 
advantage in this current study of Public Expenditures in Australia 
by Professor B. U. Ratchford. 

Professor Ratchford spent some months of research during 1956 
in Australia in which he not only made use of documentary resources 
but consulted widely with government officials and others concerned 
with the problems involved. In addition to his research in public 
expenditures in the United States and Australia, Professor Ratchford 
spent some months in Canada in research in the same field. Conse- 
quently, his capacity for comparative studies in this field is unique. 
He intends to publish a similar study on Public Expenditures in 
Canada at a later date. 

Professor Ratchford has published several books and many articles 
dealing with public finance in the United States. These works have 
always been characterized by the immense industry and care which 
he devotes both to the comprehensive and detailed research particu- 
larly necessary in this field and by a like care in preparation of his 
works for publication. The present work evidences these same 
characteristics. 

The present study covers not only the economic but the constitu- 
tional aspects of public expenditures in Australia, since the consti- 
tutional aspects are of perhaps even greater importance in Australia 
than in the United States. Here, as in other aspects of the study, 
Professor Ratchford’s deep knowledge of the structure and func- 
tioning not only of public expenditures but of the whole economic 
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systems of the United States and Canada as well as of Australia has 
stood him in good stead. 

Professor Ratchford received his B.S. from Davidson College 
and his Ph.D. in Economics from Duke University. He has served 
the United States government in advisory and other capacities. He 
was Chief Economist of the Mission sponsored by the International 
Bank for Reconstruction and Development in collaboration with the 
Government of Turkey in 1950 and he directed and participated in 
the preparation of the Report “The Economy of Turkey” for the 
Mission. He has been Professor of Economics at Duke University 
for many years. 

Since the Commonwealth-Studies Center is concerned exclusively 
with encouragement of research, specific theories or interpretations 
of Commonwealth affairs appearing in these publications do not 
constitute an expression of the view of the Center or of the Carnegie 
Corporation, which has furnished financial support to the Center. 
The respective authors of the several publications are responsible 
for the conclusions expressed in them. 

Carvin B. Hoover 


PREFACE 





THIs PUBLICATION is part of a projected study of public expenditures 
in Australia and Canada. Originally it was planned to make a 
comparative study of the two countries in one volume, but as the 
work progressed it soon became evident that the scope of the under- 
taking was too large for a single volume. Also, various factors 
intervened to delay the work, and so it was finally decided to publish 
the Australian part of the investigation separately. I hope that it 
may be possible to complete the Canadian part of the study later and 
perhaps to include in it some comparisons between the expenditures 
of the two countries. 

The field work for this investigation was carried out during a 
short visit to Australia from February to June, 1956. Although that 
visit was all too brief, it would not have been possible to make a 
study of this kind without it. 

I am greatly indebted to many people and organizations for much 
assistance during the weeks and months this study was in prepara- 
tion. It is not feasible to name all of them, but several have been 
so generous with their aid that I must express my appreciation to 
them. 

First, the Duke University Commonwealth-Studies Center made 
the study possible by a generous grant of funds. Also, the personnel 
of the Center have helped greatly through their advice, encourage- 
ment, and assistance. In particular, Dr. Calvin B. Hoover has been 
generous with his advice both on substance and procedures, and has 
read several of the chapters. 

Mr. Robert Jay, formerly of the Commonwealth Bureau of 
Census and Statistics, and now of the Treasury Department in Can- 
berra, has been especially generous with his assistance and advice. 
He very kindly undertook to make special tabulations which pro- 
vided the basic statistical data on which the study is largely based. 
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Also, he read most of the chapters in an early draft and offered many 
suggestions which enabled me to avoid errors in both facts and 
judgments. 

Sir Douglas Copland, formerly Australian High Commissioner 
to Canada, patiently bore with me in many long conversations before 
I went to Australia and did much to enlarge my meager knowledge 
of the country. Also, he greatly facilitated my work by making 
appointments with and writing letters of introduction to key people 
in Australia. 

Professor Herbert Burton, Principal of Canberra University Col- 
lege, did much to make my stay in Canberra more pleasant and gave 
many helpful comments on several of the chapters. Professor 
Geoffrey Sawer of the Australian National University was an in- 
valuable source of advice on constitutional questions and read a draft 
of Chapter 4. 

Among others in Australia who were especially generous in acts 
of personal or professional assistance were Professor H. W. Arndt 
of Canberra University College; Sir Alexander Fitzgerald, Chair- 
man of the Commonwealth Grants Commission; Mr. C. L. S. Hewitt, 
Assistant Secretary of the Treasury; Mr. Ross Hohnen, Registrar 
of the Australian National University; Mr. A. L. G. McDonald, 
Librarian of the Australian National University; Mr. R. L. Mathews 
of the University of Adelaide; Professor P. H. Partridge of the 
Australian National University; Professor Wilfred Prest of the 
University of Melbourne; and Dean K. O. Shatwell of the Univer- 
sity of Sydney. 

My personal comfort was greatly enhanced and my professional 
work was immeasurably promoted by the staff and facilities of the 
Australian National University. 

Miss Enid Campbell and Mr. Keith Sloan, both Commonwealth 
Fellows at Duke University, have read large portions of the manu- 
script and have made many suggestions for its improvement. 

For the errors which remain, whether of fact or judgment, I 
alone am responsible. 

B. U. Ratcurorp 
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Public Expenditures in Australia 














Introduction 


On any Basis of measurement or comparison, public expenditures 
have increased greatly in most countries of the world in recent dec- 
ades. ‘The increase has been of such proportions as to make it a 
matter of major significance in any economy based primarily on pri- 
vate enterprise, although interpretations of that significance vary 
widely. But regardless of differing views, there can be no doubt 
that economists, as well as all other students of national policy, must 
take those expenditures into account in trying to understand and 
explain how modern economies function. The greatly increased par- 
ticipation of governments in economic affairs has given us an economy 
and a society which are greatly different from those which prevailed 
as recently as forty or fifty years ago. 

Beyond their significance as a measure of the economic activities 
of governments, public expenditures are important for another rea- 
son. For a great many years, but especially in the past twenty, 
the manipulation of public expenditures has been regarded by many 
people as a favorite method or technique which governments may 
use, consciously and deliberately, to affect the level of activity in the 
whole economy, both private and public. Innumerable plans and 
proposals have been brought forward to alleviate the fluctuations of 
economic activity through planned programs of government spend- 
ing. A great majority of those proposals are based on the assump- 
tion that public expenditures can be manipulated, shaped, and timed 
to produce the specific results desired. Very seldom has attention 
been given, in this connection, to the many political, social, and eco- 
nomic factors which have shaped, and continue to shape, the struc- 
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ture of public expenditures—factors which inevitably have a bearing 
on the effectiveness of expenditures as an instrument of fiscal policy. 

The general purpose of this study is to learn more about the 
nature, characteristics, and behavior of public expenditures; to study 
public expenditures in their historical, political, economic, and insti- 
tutional setting. In pursuance of that purpose, the study examines 
the growth and development of the expenditures of all levels of 
government in Australia over a significant period of time. 

The primary interest here is in ascertaining how and why public 
expenditures developed as they did when they did. For that reason 
the principal emphasis is on: (1) the total volume of expenditures, 
(2) the changing pattern of expenditures by functions, and (3) the 
distribution of expenditures among the different levels of govern- 
ment. In each of these respects an attempt has been made to dig 
beneath the statistical surface in order to consider the forces which 
were at work shaping developments. This aim has made it necessary 
to give considerable attention to constitutional, political, and adminis- 
trative, as well as economic, institutions and developments. 

Australia is an appropriate subject for a study of this kind for 
several reasons: First, it is a young and rapidly-growing country; 
both the volume and the pattern of its expenditures have changed 
enormously in recent decades. Second, it has, within the memory of 
men still living, evolved from the status of a British dominion to 
that of an independent nation within the British Commonwealth. 
This growth necessarily has had an effect upon the amount and pat- 
tern of its expenditures. Third, it shares a common tradition and 
many common institutions and customs with Canada, Great Britain, 
and the United States. In many cases this permits significant com- 
parisons and contrasts between developments in Australia and in those 
other Anglo-Saxon countries. Finally, it is a federal state. This 
fact gives rise to many separate and distinct problems affecting ex- 
penditures and permits additional comparisons with developments 
in Canada and the United States. 


THE Concept or Pusiic ExPENDITURE 


As government activities and financial techniques have increased 
in number and complexity they have created difficulties with the 
concept of public expenditure. It becomes increasingly difficult to 
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formulate a concept which is comprehensive, consistent, significant, 
and economically sound. It is even more difficult to find a satis- 
factory concept which can be applied readily to the complex structure 
of government accounts." What is needed, as Professor Harriss 
expresses it, is a concept and a measure which will indicate “the 
magnitude of resources whose use is guided by methods more or less 
peculiar to government.”” There are a great many techniques which 
governments may use to “guide” the use of resources. Money 
expenditures constitute only one, although the most important, of 
these techniques. So, depending upon the techniques or combination 
of techniques used, the volume of expenditures will indicate accu- 
rately, poorly, or not at all the extent to which governments influence 
or determine the use of economic resources. 

Perhaps the complexities of this problem may best be shown by 
a rather lengthy example. Suppose that in a certain country a given 
commodity, say paper, is not being produced and that the govern- 
ment wishes to encourage the production of that commodity. Con- 
sider the various techniques the government may use to encourage 
the diversion of resources to the production of paper and how each 
of them affects the nominal volume of government expenditures. 

A. The government may itself undertake the production of 
paper: (1) as a regular government activity, or (2) as a separate 
business enterprise. Under (1) the expenditures of the government 
will be increased by the amount of the operating expenses of the 
paper plant and, if capital expenditures are included, by the capital 
outlay to get it going. Under (2) the operating expenses ordinarily 
would not be included in the current government budget, but any 
deficit would be included. Thus the effect upon expenditures would 
depend upon the efficiency and the price policy of the paper enter- 
prise. In this case the capital outlay might be counted as an expendi- 
ture, offset later by the deduction from government interest payments 
of any interest or other return realized on the investment. 

B. The government, however, may wish to have private enter- 
prise undertake paper production with some form of government 
assistance. There are a great many ways in which such assistance 


* Professor C. Lowell Harriss gives an excellent pioneering discussion of these 
difficulties in his article, “Government Expenditure: Significant Issues of Definition,” 
The Journal of Finance, VX (1954), 351-64. See also Robert L. Hubbell, “Con- 
cealed Subsidies in the Federal Budget,” National Tax Journal, X (1957), 214-27. 

* OP. cit., p. 353. 
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may be given, each of which will have a different effect upon 
expenditures. 

(1) One of the most common methods is to levy a tariff on the 
importation of paper. This would affect public expenditures only 
to the extent that it raised the price of paper which governments 
bought and it would increase the revenues of the government, the 
amount depending upon various factors. 

(2) Going a step farther, the government might impose an 
embargo upon the importation of paper and thus give the domestic 
company a monopoly of the local market. Australia uses this method 
to encourage the production of sugar; it does not affect either 
revenues or expenditures. Subsidies are sometimes paid for certain 
domestic uses and for exports, but these payments are made from 
a trust fund and do not affect the current budget. 

(3) The government could pay, in cash, either a capital or an 
annual operating subsidy to the private company. This would in- 
crease expenditures and would, more than any other method, reflect 
the true cost of the activity. 

(4) The government could contract with the private company 
to purchase a specified amount of paper at a price favorable to the 
company. This would increase expenditures, but the cost would be 
spread over the various government departments to the 1 extent that 
they used the paper. 

(5) The government could grant the paper company exemption 
from various taxes. This would be a “negative expenditure”; it 
would not affect nominal expenditures but would reduce revenues 
below what they otherwise would be. 

(6) The government could purchase shares in the company or 
lend money to it at a low or zero rate of interest. This might or 
might not affect nominal expenditures, depending upon whether this 
was a true investment and whether investments are counted as ex- 
penditures. It would also have varying effects upon revenues in 
the future, depending upon the terms of the arrangement and the 
success of the company. 

(7) The government could guarantee the obligations of the 
company to assist it in raising capital. Immediately this would cause 
no increase in either revenues or expenditures; it might or might not 
raise expenditures in the future. 
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This list does not exhaust the possibilities, and there are an 
infinite number of variations and combinations of these techniques 
which may be employed. This discussion should be sufficient, how- 
ever, to show that many government activities influence the use 
and/or the distribution of economic resources but are not reflected 
in expenditures. On the other hand, there are government expendi- 
tures which do not appreciably affect the use or distribution of re- 
sources. Transfer expenditures which do not significantly affect the 
distribution of income are an example. 

Despite these qualifications, most government activities are re- 
flected in expenditures, and the total of such expenditures is a most 
important datum in any economic system. It is essential, however, 
that the factors discussed above should be kept in mind as qualifica- 
tions or limitations in interpreting the significance of expenditures 
as they are usually stated. We need to be constantly aware of the 
lack of precision of public expenditures as a measure of the economic 
activities of governments. 

Several of the factors discussed above are not reflected in the 
figures for government expenditures, and some of them are not 
susceptible to quantitative measurement. In the application of any 
concept of expenditures to an actual situation the student is, of neces- 
sity, largely restricted to the manipulation of the available data on 
government disbursements. Some of these must be eliminated to 
prevent double counting, such as debt redemption, intragovernmental 
transfers between funds, and intergovernmental payments. Bona 
fide investments in, and loans to, the private sector should be elimi- 
nated also, since the presumption is that they will be recovered. 
Current operating expenses of business enterprises should be omitted 
in order to show a total which measures governmental rather than 
business activity and also to permit comparisons between governments 
which carry on varying amounts of business activity. (In practical 
application there are many difficulties in determining just what con- 
stitutes a business enterprise.) For data which are most useful and 
significant for national income accounting, disbursements for the 
purchase of existing real assets should also be excluded. Opinions 
as to the treatment of capital expenditures differ widely. Except 
for business enterprises, governments rarely compute depreciation 
on their capital assets. Hence, if capital expenditures are not counted 
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as expenditures at the time they are made, they usually never appear 
as expenditures or costs. 


Concept Used in This Study. In this study the attempt has been 
made to employ a broad and comprehensive concept of expenditures 
within the limits of the available data. The concept includes capital 
expenditures made both by governments themselves and by business 
enterprises which they conduct. It also includes, except as noted 
below, expenditures for the purchase of goods and services and 
transfer expenditures. 

Excluded from the concept are: (1) debt redemption, (2) pur- 
chases of shares in private enterprises and advances to the private 
sector, (3) the purchase of existing real assets, and (4) working or 
operating expenditures of business enterprises. (Current deficits of 
such enterprises paid from public treasuries are included, however.) 
Interest payments are computed net of interest received from other 
government authorities and from investments in government bonds, 
but not of interest from the public and from banks. This practice 
is consistent with, and justifies, the treatment of capital expenditures 
of business enterprises as expenditures. 

The above concept is the one aimed at in this study and is the 
one used in the general tables and in the totals of expenditures. 
In the analysis of particular activities and programs, however, it is 
not always followed because often the information and data on them 
are not available on that basis and could not be adapted to that basis 
within the limits of this study. In that sense the whole may not be 
equal to the sum of the parts. In other words, the general data 
provide a framework for the study, but investigations of particular 
activities may not fit neatly within that framework. 

At this point it may be well to emphasize the fact that, while 
many statistical data are used, this is not primarily or essentially a 
statistical study. The primary purpose is to learn as much as pos- 
sible about the economic activities of governments. As noted above, 
even complete data on expenditures would fall considerably short 
of giving a complete picture of such activities, but the data on ex- 
penditures are not complete as to coverage, detail, and consistency 
over time. So, while statistical data are used extensively, they are 
only one of several types of information which are used in the 
attempt to describe and measure the economic activities of govern- 
ments. 
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CovVERAGE 


With respect to scope or coverage, the purpose of this study is to 
cover all governmental or public expenditures in Australia. This 
means the expenditures of the Commonwealth,’ state, and local gov- 
ernments and their instrumentalities or semi-autonomous authorities. 
Such a scope is necessary at any time to permit a full understanding 
of public expenditures, but it is especially desirable for a study of 
expenditures in recent years when there have been many shifts of 
activities and functions from one level of government to another. 
Of necessity, however, the emphasis is heavily on expenditures of 
the Commonwealth since it is dominant in the realm of expendi- 
tures and since data on its activities are much more readily available. 

In any study of total public expenditures at all levels of govern- 
ment, some adjustment must be made for intergovernmental pay- 
ments, which are especially important in Australia. Here a trouble- 
some problem arises, especially in a consideration of the distribution 
of expenditures among levels of government. Intergovernmental 
payments must be eliminated from the total to avoid double counting, 
but they may be shown as expenditures of either the paying govern- 
ments or of the receiving governments. Neither basis is the better 
for all purposes. If the purpose is to show the power and influence 
of governments in shaping expenditures and their responsibilities 
for raising revenues, then intergovernmental payments should be 
counted as expenditures of the payimg governments. This method 
emphasizes the revenue-raising aspect and shows the expenditures 
which any level of government makes from its own revenues. We 
may call this the “Revenue Basis” for allocating intergovernmental 
payments. If the purpose is to emphasize the activities carried on 
and the work done by each level of government, then intergovern- 
mental payments should be counted as expenditures of the govern- 
ments which receive them. This method emphasizes the direct or 
final payments which any government makes, regardless of the 
source of the funds. We may call this the “Direct Expenditures 
Basis” for allocating intergovernmental payments. At different places 
in the following pages expenditures are computed on each of these 
bases. The growing difference between expenditures as allocated 


*In this study “Commonwealth” is used to designate the federal or national 
government of Australia. 
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on these two bases over the years gives some indication of the rising 
volume of intergovernmental payments. 

The time period covered by the study is not sharply limited. In 
general the emphasis is on the quarter century from 1930 to 1955. 
The data in the general tables are for selected years from 1929 to 
1955. Some preliminary and historical materials are given for earlier 
years, and in the study of particular activities developments are some- 
times followed through as far as 1957. 


AVAILABILITY OF STATISTICAL Data 


When an economist embarks upon a research project, he fre- 
quently finds that, while there is an abundance of statistical data 
dealing with his subject, they may not cover all of the things he 
wishes to cover, they may not give the detail he would like, or they 
may not extend over the whole of the time period which he is 
studying. All of these shortcomings are encountered in a study of 
public expenditures in Australia. There is no published series of 
data which gives all public expenditures according to the concept 
described above or according to any concept closely approaching it. 
Perhaps the most comprehensive data are to be found in the Finance 
Bulletins published by the Commonwealth Bureau of Census and 
Statistics. But to adapt and supplement that data so as to produce 
a uniform and consistent series of data on public expenditures over 
many years would be an enormous job for a large research team and 
would require intimate knowledge of many systems of public accounts. 
For one man with limited time it would be an impossible task. 

Fortunately, however, Australia has, for many years, compiled 
and published very good data on the national accounts. Those studies 
have maintained a clear distinction between the public and the private 
sectors of the economy, with some analysis of expenditures within 
the public sector. Further, the concept of public expenditures em- 
ployed in those studies is very close to the concept described above. 
Those studies extend back in considerable detail to 1939, and since 
1948 they have been improved in coverage, detail, and accuracy. 
The personnel of the National Income Section of the Bureau of 
Census and Statistics, and particularly Mr. Robert Jay, very kindly 
and generously undertook to tabulate their data on public expendi- 
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tures, some of it not previously published, and made it available to 
the author. Those tabulations are the basis for the general tables 
and the totals used in this study. Although, as indicated above, 
investigations of particular activities and programs have frequently 
gone beyond the limits of those data, they provide the firm, con- 
sistent, and uniform base which is indispensable for a study of this 
kind. 

For current expenditures of the Commonwealth there are several 
major sources of information. These include the annual Budgets, 
The Treasurer's Statements of Receipts and Expenditures, the annual 
Reports of the Auditor-General, and the annual Estimates of Re- 
ceipts and Expenditures. For data on state expenditures the most 
important sources are the annual Budgets, the Reports of the Audi- 
tors-General, and the Public Accounts prepared by the various state 
treasurers. 

The lack of a complete set of official documents and the limita- 
tions of time have frequently made it necessary to rely upon the 
Official Year Books of the Commonwealth of Australia. This is 
especially true for data for years before 1939. Necessarily the data 
in these books are often lacking in completeness and detail, but they 
do give some impressions of general movements. 

On some phases of the problem there are important secondary 
sources of information and data, as the footnotes and bibliography 
will indicate. Apparently, however, there have been no significant 
and comprehensive attempts to look at the problem as a whole over 
any long period of time and to integrate expenditures at all levels. 


A Note on THE Money or ACCOUNT 


In this study the symbol £ is used to designate the Australian 
pound and not the pound sterling. Until 1929 the two were tied 
together and were approximately equal in value. During 1930 and 
the early part of 1931 the Australian pound fell to 2 maximum 
discount of 30 per cent in terms of sterling. In the latter part of 
1931 the discount was reduced to 25 per cent and it has remained 
at that figure since that time. 








Public Expenditures before 1929 


For THE years before 1929 the available information on public ex- 
penditures in Australia is not sufficient to permit a comprehensive, 
detailed, or uniform analysis. But public expenditures, like many 
other aspects of political and economic life, constitute a continuing 
story, and it is not possible to understand fully the developments of 
one era without knowing something of preceding periods. Conse- 
quently, this chapter sketches some background for the more detailed 
chapters which follow. This is prologue; limitations of space require 
that it be brief, and the absence of adequate data often makes it 
fragmentary. 


DEVELOPMENTS BEFORE I900 


Public expenditures in Australia began with the first landing at 
Port Jackson in 1788, but for more than half a century the policies 
and patterns of expenditures were largely determined in Great 
Britain. During this period certain traditions and practices became 
established. Brady comments: 


The traditions of a centralized paternalism became entrenched and 
never entirely disappeared, for they were further fostered by stern and un- 
changing facts in the geographic environment. . . . Thus Australia, earlier 
and more easily than the other dominions, became a land of collectivism, 
accepted the state as a positive force, and relied upon it for initiative in the 
development of the community.’ 


* Alexander Brady, Democracy in the Dominions: A Comparative Study in In- 
stitutions (2d ed.; Toronto, 1952), p. 133. For another excellent and more specific 
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Along the same line, Shaw says of this period: 


If the Government did much itself, it was because as yet there was 
no one else to do it. The time for free enterprise had not yet come; the 
conditions which made freedom possible had still to be created.” 


Thus emerged from this period two persisting traditions which 
were emphasized in the following half century: first, the habit of 
looking to the government for leadership and assistance in economic 
development; second, the practice of looking to a central govern- 
ment—in this case the colonial governments—rather than to local 
governments for that help. Financially speaking, local governments 
in Australia have probably been weaker and less important than in 
any other country with an Anglo-Saxon heritage. 

Most of the Australian states attained responsible government 
around the middle of the nineteenth century, and in the ensuing 
years they intensified their economic activity. ‘With striking con- 
sistency the colonies moved from liberal democracy towards state 
socialism.”? 


Advancing boldly where private initiative found it unprofitable to tread, 
colonial governments which borrowed funds sponsored large-scale develop- 
ment projects of which railways are the most notable example. But the 
cry was equally insistent for remedial public action to rectify social anoma- 
lies; hence the experiments in unlocking the land, the attempts to regulate 
the industrial systems, and toward the turn of the century the introduction 
of old age pensions in Victoria and New South Wales. . . . Practical rather 
than doctrinaire in motivation, so contagious a habit, especially when re- 
inforced by socialist pleading, became a settled part of the Australian out- 
look. “The area of State endeavour has constantly expanded until few 
matters of moment have escaped some form of public experimentation. 
Government policy has been devoted to overcoming regional inequality, 
to offsetting existing physical and economic limitations, to promoting land 
settlement and development, and to fostering immigration.* 


discussion of the same question see G. Sawer, “The Public Corporation in Australia,” 
in W. Friedman, The Public Corporation (Toronto, 1954), pp. 4-10. 

2? A. G. L. Shaw, The Economic Development of Australia (3d ed.; London, 
1955), Ps 25. 

*I. D. McNaughtan, “Colonial Liberalism,’ in Gordon Greenwood (ed.), 
Australia; A Social and Political History (cited hereafter as Australia) (Sydney 
and London, 1955), p. 111. 

“Gordon Greenwood, “National Development and Social Experimentation, 1901- 
14,” ibid., p. 209. 
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Beginning about 1860, colonial capital outlays increased greatly, 
led by expenditures for railways. Average annual capital outlays 
(gross outlays less maintenance expenditures) by colonial and local 


governments and the purposes for which they were made are given 
in Table r. 


TABLE I 
AVERAGE ANNUAL CAPITAL EXPENDITURES* BY PUBLIC AUTHORITIES 
In AUSTRALIA, 1860-1900 


(£ 000) 


ToTa.s By LEVELs oF GOVERNMENT 





1860-70 | 1871-80 | 1881-90 | 1891-1900 
Local and Semi-Government 

Authorities 622 | 1,090 2,803 
Colonies 2,417 | 4,495 6,621 


Total 3,039 | 5,585 9,424 


CoLoniIAL EXPENDITURES BY FUNCTIONS 


Railroads 

Telegraph 

Water and Sewerage 
Roads (Gross) 
Bridges and Harbours 
Defense Construction 
Public Buildings 
Miscellaneous 





* As used here, capital expenditures mean gross capital outlay less amounts spent for 
maintenance where the latter can be isolated. 


Source: N.G. Butlin and H. de Meel, Public Capital Formation n Australia; Estimates, 
Ses Australian National University Social Science Monographs, II (Canberra, 
1954). 


The first railroad, telegraph, and telephone enterprises were 
started by private initiative, but all were soon taken over by the 
government. In 1860 there were only 270 miles of railways in 
Australia. By 1870 there were over 1,000 miles and by 1890, over 
10,000 miles, which had cost over £100 million. By 1907 the total 
outlay had risen to £143 million. Water and sewerage facilities 
ranked second in importance, and harbor and river improvements 
third. These outlays had been financed mostly by borrowing, and 
colonial debts rose from £11 million in 1860 to £155 million in 
1891—almost a fifteenfold increase. 
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Toward the end of the period, and especially after the depres- 
sion of the 1890’s, there was a growing interest in measures to reduce 
the inequality of incomes. Two of the colonies were among the first 
in the world to adopt old age pensions. ‘Nothing illustrates more 
clearly the changing view of the proper function of the State than 
the changed attitude to social services which culminated in the adop- 
tion of old age pension schemes in New South Wales and Victoria 
in 1900.” 

Mr. R. L. Mathews has provided a compilation of the expendi- 
tures of the six colonies on the eve of federation (1896/97). They 
are as follows, in millions of pounds:® 


Business undertakings ee 
Education 1.7 
Public Debt Charges [be 
Other Expenditures 9.6 

Total 26.0 


Presumably these are expenditures from consolidated revenue 
and do not include loan fund expenditures. If the current expendi- 
tures of business undertakings are deducted, as is done elsewhere in 
this study, the resulting total is £18.6 million. For a population of 
about 3.6 million, this was a per capita expenditure of about £5.2. 

In summary, by the end of the century the Australian people 
had developed strong colonial governments and comparatively weak 
local governments. The colonial governments had made heavy out- 
lays on transportation and other utility services, largely out of bor- 
rowed funds, and in so doing had accumulated a per capita debt of 
more than £40. As the century ended, measures were under way to 
provide cash benefits to the invalid and the aged. 


FINANCIAL POWERS UNDER THE CONSTITUTION 


Beginning as early as the 1840’s, several attempts were made to 
bring about a federation and/or a customs union of the Australian 
colonies and, in some instances, New Zealand. Despite the many 


*R. A. Gollan, “Nationalism, The Labour Movement and the Commonwealth, 
1880-1900,” zbid., p. 178. 

°R. L. Mathews, “Australia as a Case Study in the Problems of Federation” 
(mimeographed, Adelaide, 1952), p. 8. 
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factors favorable to federation,’ the jealousies and special interests 
of the colonies prevented action for half a century, and success was 
achieved then only after long and tedious negotiations. In the event, 
New Zealand remained aloof, and Western Australia came in only 
at the last minute. 

According to Greenwood, the motive forces for federation were 
fiscal union, defense, the desire for a more influential position in the 
Pacific, the determination to restrict the entry of aliens, “and the 
need for uniform legislation on social, industrial and transport ques- 
tions .. . . Undoubtedly the desire for ‘fiscal union’ was an impelling 
motive throughout.”® 


Major Features of the Constitution. The constitution finally 
achieved was passed as a statute by the British Parliament, received 
royal assent on July 9, 1900, and became effective on January 1, 
1901.° It was modeled fairly closely after the Constitution of the 
United States. The federal government it created was one of enu- 
merated powers, while all residual powers were left with the states, 
in contrast with the British North American Act, passed for Canada 
a generation earlier. Hoping to profit by the century of American 
experience, the Australians listed the enumerated federal powers 
somewhat more specifically and in greater detail. This perhaps made 
the Constitution more rigid; it is open to question whether it made 
the instrument more viable. 

Despite their similarities in other respects, the American and 
Australian constitutions created sharply different structures of govern- 
ment. While not specifically so providing, the Australian Constitu- 
tion implied that the Commonwealth Government would be of the 
parliamentary or cabinet form, which had prevailed in all the colonies 
since the beginning of responsible government. Thus, “All are 
modelled closely on the British system; all reject the American 
conception of separately elected executives and legislatures, and all 
use the personality of the Crown as a legal focus for executive 
activity.”'° Thus there is no “division of powers” between the legis- 
lative and the executive branches and the Government of the day 


* [bid., p. 1. 

* Gordon Greenwood, The Future of Australian Federalism; A Commentary on 
the Working of the Constitution (cited hereafter as Federalism) (Melbourne, 1946), 
p.i23- 

° 63 and 64 Victoria, 12. 

° G. Sawer, of. cit., p. 4. 
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can ve assured that the measures it sponsors in Parliament will be 
enacted into law so long as it commands the confidence of that body. 

The judicial system is headed by the Commonwealth High Court. 
Decisions of the High Court may be appealed to the Judicial Com- 
mittee of the Imperial Privy Council of Great Britain except where 
constitutional rights between states or between states and the Com- 
monwealth are in question, and even in such cases the High Court 
itself may allow appeal. The High Court exercises judicial review 
over the acts of both state and federal parliaments. 

Unless specifically prohibited, the states have concurrent juris- 
diction with the federal government in the areas of the enumerated 
federal powers. States are forbidden to legislate on such important 
matters as defense, customs, and the coining of money, but concurrent 
jurisdiction prevails in most areas. In any case, however, the federal 
legislation prevails in case of a conflict. 


Major Federal Powers. Section 51 of the Constitution gives the 
federal parliament power to “make laws for the peace, order, and 
good government of the commonwealth” with respect to the fol- 
lowing major subjects: interstate and foreign commerce; taxation and 
the borrowing of money; bounties on the production and export of 
goods; “postal, telephone, telegraph, and like services; defense; 
quarantine; currency, coinage, legal tender, and banking (except state 
banking within a state); insurance; weights and measures; bills of 
exchange and copyrights; naturalization, aliens, immigration, and 
emigration; marriage and divorce; invalid and old age pensions; 
external affairs; construction, acquisition, and control of railroads in 
certain cases; conciliation and arbitration of interstate industrial 
disputes; and matters referred to the federal government by the 
states. 

The Constitution also gives the federal government two ancillary 
powers which have proved to be significant: Section 96 permits the 
federal parliament to grant “financial assistance to any state on such 
terms and conditions as the parliament thinks fit.” Section 105A | 
(adopted in 1927) gives the Commonwealth the power to make 
agreements with the states involving the taking over and manage- 
ment of state debts, the payment of interest, and the provision and 
management of sinking funds for such debts. 
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Procedural Provisions, Limitations, and Restrictions. In addition to 
granting substantive powers, the Constitution includes a number of 
provisions which limit or regulate the exercise of financial powers. 
These are set out and discussed in some detail in Chapter 5. 

Before federation the colonies had derived a large majority of 
their revenues from customs and excise taxes. The Constitution for- 
bids them to levy such duties. There was a long and bitter fight over 
the way in which the states would derive their revenues and how the 
revenues from customs and excises were to be divided. The com- 
promise finally achieved was the famous “Braddon Clause” embodied 
in Section 87, which provided that for “ten years after the establish- 
ment of the commonwealth and thereafter until the parliament 
otherwise provides,” three-fourths of the revenue from customs and 
excises should be paid to the states. Closely related to this is Section 
94, which provides that from five years after the imposition of uni- 
form customs “the parliament may provide . . . for the monthly 
payment to the several states of all surplus revenue of the common- 
wealth.” Despite the permissive form of this section, it was uni- 
formly held to be mandatory on the Commonwealth; it soon resulted 
in action which prevented any such surpluses from appearing. 

One other constitutional provision has had an indirect but im- 
portant effect on the finances of both state and federal governments— 
the famous Section 92. It provides that “On the imposition of 
uniform customs, trade, commerce, and intercourse among the states 
. .. shall be absolutely free.” Seldom have so few words caused so 
much trouble, litigation, and confusion. 


Powers of the States. As already mentioned, all residual powers 
remain in the states. The federal Constitution provides (Sections 
106-108) that the powers, laws, and constitutions of the states remain 
unaltered except where they conflict with provisions of the federal 
law. As Mathews points out, this left the states with such important 
functions as “railways, tramways, and road transport; harbour de- 
velopment; essential services including water supply, sewerage, drain- 
age, electricity, and gas; housing; agriculture and forestry; mining; 
irrigation; . . . health; education” and “maintenance of law and 
orden??? 


** Mathews, of. cit., p. 7. 
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EXPENDITURES FROM I900 TO 1929 


In the years following federation, total public expenditures in- 
creased steadily and fairly rapidly. The structure of the federal 
government was being set up and developed; population was grow- 
ing; cash payments to the invalid and aged were being started; and 
economic expansion was proceeding. In its first full year of opera- 
tion (1901/2) the federal government made direct expenditures 
(excluding payments to states) of about £1.6 million. Ten years 
later the comparable figure (excluding £4.3 million for business 
undertakings and £5.9 million in payments to the states) was £10.3 
million, divided as follows: £2.1 million each for defense and social 
services and £6.1 million for the departments.’” 

At the same time the expenditures of the states were also in- 
creasing. Despite the fact that the federal government assumed a 
number of functions, state expenditures showed no decline, but rather 
a continuing increase. As Mathews states, “. . . the real difficulties 
in most of the States arose not from loss of revenue but from in- 
creased local expenditure that really had nothing to do with federa- 
tion. Altogether State expenditure (in the retained services) had 
increased by £2,400,000 between 1898/9 and 1901/2.” By 1911/ 
12 total current state expenditures, excluding business undertakings, 
were £27.2 million compared with £18.6 million in 1896/97. Ap- 
proximately 40 per cent of the total went for debt charges and 20 
per cent for social services (including education), leaving 40 per cent 
for departmental expenses.™* 

Total expenditures of the federal and state governments in 1911/ 
12, excluding intergovernmental payments, were £37.5 million— 
almost exactly twice the total 15 years earlier, before federation. 

Beginning with the year 1913/14, it is possible to make rough 
computations of the expenditures of all governmental units in Austra- 
lia according to the definition used in this study. Also it is possible 
to make some progress toward a functional distribution of expendi- 
tures, although still in a very elementary way. It should be empha- 
sized that these data are only approximations and that some of them 
are estimated. They are not closely comparable with the data for 
the years from 1928/29 to 1947/48, which are, in turn, on a slightly 


** Tbid., p. 9. *° Ibid., p. 8. 
** Ibid., p. 9. 
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different basis from the data for the following years. Although 
rough and approximate, these figures provide some useful indication 
of the development of public expenditures. 

Computations have been made for three years—1913/14, 1918/ 
19, and 1923/24. (Local-government data for 1918/19 are not 
available, so data for 1917/18 have been substituted.) These com- 
putations are shown in Table 2, together with the data for 1928/29 
as provided by the Commonwealth Bureau of Census and Statistics. 


TABLE 2 
PuBLic EXPENDITURES IN AUSTRALIA FOR SELECTED YEARS, 


1913/14 to 1928/29 
(£ millions except per capita) 


1913/14 | 1918/19 | 1923/24 | 1928/29 


Commonwealth 20.5 99.5 Taal 64.2 
States 46.2 45.6 76.9 111.8 
Local Governments 8.0 5.4 24.1 24.5 


Totals 74.7 150.5 174.1 200.5 
Less: Intergov’t. payments 7.0 6.7 8.6 15.1 
Net Totals 67.7 143.8 165.5 185.4* 


Per Capita (£) US) 28.2 28.8 29.2 





PERCENTAGE DisTRIBUTION BY LEVELS OF GOVERNMENT 
AND ParRTIAL DisTRIBUTION BY FUNCTION 





Levels of Government: 


Commonwealth 30.2 69.2 44.2 34.6 
States 59.2 O72 42.1 54.1 
Local Governments 10.6 3G 13.8 Mf 

Totals 100.0 100.0 100.0 100.0 


By Functions: 


Interest 18.2 23.6 28.6 29.6 
Defense 6.5 42.0 4.0 225 
Repatriation — 6.4 5.4 4.8 
Education 6.2 3.6 6.0 6.7 
Health and Social Services 8.0 5.4 Tal 11.6 





* This was equal to 20.4 per cent of GNP. : 

{ The distribution by levels of government is computed on the ‘Revenue Basis’ as 
explained in Chapter 1. 

Sources: Finance Bulletins; The Budget, 1956/57; Commonwealth Bureau of Census and 
Statistics. 
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The major development affecting expenditures during this period 
was, of course, World War I. During five years of war, federal 
expenditures increased almost fivefold, and defense expenditures 
rose from 6 to 42 per cent of total public expenditures. During the 
next ten years federal expenditures fell by somewhat more than a 
third, and defense expenditures fell to only 2.5 per cent of the total. 
Federal expenditures somewhat more than trebled between 1914 and 
1929. The major reason that federal expenditures did not decline 
more rapidly after the war was the continuing cost of war in the 
form of interest on the war debt and repatriation benefits for war 
veterans. At the peak of the war debt, interest on it was about equal 
to total federal expenditures before the war—a result which was 
approximated in the United States following the Civil War and 
World War I. In 1928/29 federal expenditures for interest and 
repatriation benefits amounted to £27 million; without them the 
federal government’s proportion of total expenditures would have 
been considerably below the prewar level. Federal payments to 
states increased by 85 per cent during this period, rising from £6.2 
to £11 million. The most significant developments in this area were 
the beginning of federal grants for highways in 1923 and the Finan- 
cial Agreement of 1927. 

Other than the highway grants, the federal government em- 
barked on no major program of expenditures during this period. A 
very large majority of the increase in federal expenditures was 
caused by interest on the war debt, repatriation benefits, grants to 
states, and the higher price level which prevailed after the war. 

During the war, state expenditures were rigidly held down, but 
after the war they shot up rapidly. The increase over the whole 
period was about 140 per cent. The principal causes of the increase 
were larger programs for building railways, roads, bridges, and 
water-supply facilities, together with higher construction costs. Since 
these were financed almost entirely from borrowing, interest costs 
rose rapidly from £11.4 to £32.5 million. At the end of the period 
interest accounted for more than a fourth of all state expenditures. 
Some states embarked upon new social service and welfare programs, 
as will be noted below, and total outlays for these items increased 
almost fivefold—from £2.1 to £10.0 million. State grants to local 
governments, although small, had a large percentage increase, rising 
from less than £1 million to £3.6 million. 
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Local government expenditures dropped significantly during the 
war and then more than quadrupled in a short period thereafter. 
Over the period as a whole they trebled. No functional cost can be 
isolated except interest, which increased about tenfold during the 
period. 

Only five functions can be isolated from the consolidated totals. 
Of these, interest and the social services showed large relative in- 
creases; defense declined in relative importance, while education, 
except during the war years, remained relatively constant at near 
6 per cent of the total. While federal payments to the states in- 
creased by 85 per cent, they declined in relative importance to 
the states, whose gross expenditures increased by approximately 
140 per cent. This may be shown more dramatically by a compari- 
son with state tax collections. In 1903 Commonwealth payments to 
states were almost twice as large as state tax collections: £8.2 million 
against £4.6 million. By 1928 tax collections were almost three 
times as large as Commonwealth payments: £31.8 million against 
£11.1 million.” 


Tue Costs or Woritp War I 


Less than fifteen years after it came into existence, the Common- 
wealth faced its first major financial ordeal—the financing of World 
War I. This episode is discussed in some detail in Chapter 6; here 
only a few of the larger aspects will be noted. 

Although defense expenditures had been increasing slowly as 
international tensions mounted, the country was almost totally un- 
prepared when the storm broke. The primary function of Australia 
in the war was to provide men, horses, and raw materials. Only the 
most elementary items of clothing and munitions could be obtained 
in the country; most of the equipment had to be procured in the 
United Kingdom. 

The total cost of the war through 1920/21 was £497 million, of 
which £312 million were for the armed forces. A large majority 
of the total was borrowed; in fact the amount borrowed exceeded 
slightly the amount spent on the armed forces, so that all current 
revenues went to cover pensions, repatriation, interest, sinking funds, 


*® Sixth Report of the Commonwealth Grants Commission (Melbourne, 1939), 
Pp. 148-49. 
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and other noncombat costs. By June 30, 1921, the public debt of 
the Commonwealth was £402 million, the average rate of interest 
was approximately 4.9 per cent, and the annual interest cost was 
£19.7 million. 

Surprisingly for a country in such an early stage of economic 
development, a large part of the loans was floated at home, but only 
with the aid of a great credit expansion. The note issue rose from 
£9.5 million in 1915 to £58 million in 1921. Naturally prices rose 
sharply, although not as much as might have been expected from the 
increase in the money supply. The “C” Series of retail prices rose 
from 687 in November, 1914, to 1,166 in November, 1920—an in- 
crease of approximately 70 per cent. 


Repatriation Benefits. Before 1914 Australia had had no problem 
of caring for returned service men; the few who had participated in 
military operations had been cared for by the Mother Country. 
Beginning with the first pension act passed in December, 1914, a 
comprehensive system of veterans’ benefits was established. 

The first problem was to develop an organization to administer 
the various benefits. The first efforts in this direction were local, 
volunteer, unco-ordinated efforts and proved to be totally inadequate. 
They were “Disconnected and divergent schemes . . . extemporized 
to meet the pressing needs of soldiers and their families, with the 
result that there was overlapping in some directions and insufficiency 
in others.”1® After successive reorganizations of this work, the 
Commonwealth Department of Repatriation was created in April, 
1918, to pay pensions, assist the veterans in finding employment, 
provide vocational training, supply medical and hospital care for the 
disabled, and in other ways assist the returned service men. 

The program of repatriation benefits included several major 
elements. First, pensions were provided for the disabled and the 
dependents of those who had been disabled or killed. By June 30, 
1921, 79,491 disabled service men and 143,046 dependents were 
receiving pensions at an annual cost of about £7.4 million. The total 
cost remained fairly constant at about this figure for a number of 
years following. 

Second, rehabilitation benefits were provided in the form of 
vocational training, household furniture and utensils, and assistance 
in acquiring tools of trade. 


*° Yearbook No. 15 (Melbourne, 1922), p. 931. 
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Third, a war gratuity was paid, the amount varying with the 
length and place of service, the rate for overseas service being higher 
than the rate for service at home. A total of £27.4 million was paid 
to some 360,000 men for an average of about £76 per man. 

Finally, assistance was extended to returned service men in 
acquiring homes and farms. A War Service Homes Commission 
was created which aided service men, eventually, in building or 
buying some 40,000 homes. Its program was later merged with 
that of World War II. Assistance in the purchase of farms was 
provided in the Soldier Settlement program—a joint federal-state 
program. This program is discussed in some detail and evaluated 
in Chapter 6. Here it should be noted that it was very poorly 
administered and, in the 1930’s, involved both the Commonwealth 
and the states in heavy losses. 

Up to June 30, 1923, the Department of Repatriation had spent 
a total of £12 million for assistance other than pensions and home and 
farm assistance. The principal items of expenditure were vocational 
training, £4.2 million; providing employment, £2.3 million; medical 
treatment, £1.2 million; and furniture, £1.0 million. 

Hasluck has estimated that up to June, 1929, a total of £400 
million was spent for the various repatriation benefits, including pen- 
sions, gratuities, war service homes, and other benefits.’” 


Postwar Defense Costs. In the postwar years the Commonwealth 
had a greatly increased total of war-connected costs mainly because 
of (1) the higher price level, (2) heavy interest payments on the 
war debt, and (3) the costs of repatriation benefits. After demobili- 
zation the defense organization was reduced to about the same level 
as before the war—if not lower. In 1922 the peacetime strength of 
the army was reduced from 89,824 to 37,560 of all ranks; ships of 
the navy, from 21 to 13; and navy personnel, from 4,843 to 4,000. 
In 1924/25 a five-year program was adopted, under which some 
£36.2 million was eventually spent. There were some small increases 
in strength in 1928/29, but one of the first acts of the Labor Govern- 
ment in 1929 was to abolish compulsory military service. This was 
a very limited military effort costing about 1 per cent of gross national 
product (hereafter GNP), but under the conditions of the time, 


*7 Paul Hasluck, The Government and the People, 1939-1941 (Series 4, Vol. 1 
of Australia in the War of 1939-1945) (Canberra, 1952), p. 33- 
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. it would have been extremely difficult politically to spend 
more, either from taxation or loan.”?® 


“ 


HEALTH AND WELFARE EXPENDITURES 


There has long been a strong and continuing interest in the social 
services in Australia, but progress in adopting programs has been 
uneven and spotty. At the Commonwealth level three major pro- 
grams were initiated between 1909 and 1912, and then no further 
important moves were made for nearly thirty years. In the mean- 
time, however, several state programs were started which later were 
merged into Commonwealth programs. Two reasons for this slow 
and uneven progress were (1) the lack of constitutional powers by 
the Commonwealth government in these fields, and (2) the insist- 
ence of the Nationalist Party (later renamed the Liberal Party) on 
the contributory principle, while the Labor Party favored financing 
from general funds. 


Early Programs. New South Wales and Victoria started programs 
of old age pensions in 1900 and 1901, respectively. These were 
suspended in 1909 when the Commonwealth started paying such 
pensions. In 1910 the Commonwealth started to pay invalid pen- 
sions. Both benefits were subject to a means test. Under these 
programs the Commonwealth in 1913/14 paid pensions of 10s. per 
week to a total of 104,645 pensioners at a total cost of £2.6 million. 
In 1928/29 the number of pensioners had risen to 204,541, the 
pension rate to £1 per week, and the total cost to £10 million. 

In 1912 the Commonwealth began to pay maternity benefits of 
£5 per birth without a means test. In 1913/14 a total of 134,988 
claims were paid at a cost of £675,000. Fifteen years later, in 1928/ 
29, the rate was the same, the number of claims had declined slightly 
to 132,304, and the total cost was £662,000. 

In 1929 these two programs, which cost a little less than £11 
million, were the only important activities of the Commonwealth 
in the area of social services. In 1921 a Commonwealth Department 
of Health was established and in 1926 a Health Council was created, 
but their activities were almost entirely advisory. 


*8 Ibid., p. 32. 


26 PUBLIC EXPENDITURES IN AUSTRALIA 


State Programs. While further action at the federal level was de- 
layed, the continuing interest in the social services induced two states 
to initiate programs of their own. In 1923 Queensland started a 
program of unemployment insurance. In 1926 New South Wales 
started paying widows’ pensions and in 1927 began a program of 
child endowment. “These and similar experiments gained for Aus- 
tralia the reputation of being a pioneer worker in the social labora- 
tory. Smugly satisfied with her achievements, Australia fell behind 
many other countries, and it was not until the depression of the early 
thirties that her complacency was disturbed.”’® 


Other Proposals. Although the number of programs adopted during 
this period was limited, many other proposals were being considered 
and studied. In rgro and again in 1913 the Liberal Party proposed 
a comprehensive program of social services, to be financed on a 
contributory basis. It would have included benefits to cover sickness, 
accidents, unemployment, widowhood, and maternity.”° It was never 
put into effect. 

During the 1920’s the Nationalist (neé Liberal) Party devoted 
a great deal of study to a system of national insurance, and at least 
two royal commissions made comprehensive reports on different 
aspects of the problem. In 1925 the Royal Commission on National 
Insurance recommended a system of compulsory national insurance 
which would have provided sickness, invalidity, maternity, and super- 
annuation benefits to all imswred members and their families and 
limited payments to children of members unable to work.** In 1929 
the Royal Commission on Child Endowment or Family Allowances 
considered at great length the question of child endowment. A 
majority of the Commission recommended against such payments on 
the ground that the Commonwealth and states could not afford them; 
a minority was in favor of a program of modest payments.” No 
action resulted from either of these recommendations. 


*°T. H. Kewley, “The Development of the Social Services,” in C. Hartley 
Grattan, Australia (Berkeley, 1947), p. 253. 

As the following discussion shows, a Royal Commission was at work on prob- 
lems of social security during much of the 1920’s and various proposals were under 
study. So it was not primarily because Australia was “smugly satisfied” that she 
fell behind; rather, it was because of more tangible problems, mainly political. 

*° Greenwood, Australia, p. 230. 

™ First Progress Report of the Royal Commission on National Insurance (Mel- 
bourne, 1925), pp. 12-27. 

*2 Report of the Commission on Child Endowment or Family Allowances (Mel- 
bourne, 1929), passim. 
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The area of welfare and social services remained a subject of 
widespread interest and public concern in Australia during the 1920’s. 
General prosperity and relatively full employment probably were 
important in preventing the development of an urgent demand for 
action. As the decade neared its end, public sentiment was in- 
creasing for the adoption of further comprehensive programs. When 
a Labor Government was returned to office in 1929 after some twelve 
years in Opposition, it seemed that the stage was set for such action, 
but that Government was immediately engulfed by the financial 
storms of a world-wide depression and remained in office only two 
years. More than ten years were to pass before any further major 
programs were adopted. 


FEDERAL-STATE FiscaAL RELATIONS 


One of the most basic and persistent problems in Australian f- 
nance, and one which has had a significant effect upon public expendi- 
tures, has been the financial relationship between the Commonwealth 
and the states. Greenwood says: 


Certainly in the Australian situation, [finance] has been the crucial issue 
between the Commonwealth and State governments since federation. 
This more than any other question plagued the deliberations of the found- 
ing fathers, and their inability to devise anything more than a temporary 
compromise inevitably meant that it would live on to disturb the harmony 
of the new federal relationship.”* 


The basis of the problem lay in three constitutional provisions. 
The “Braddon Clause” (Section 87), adopted after long and bitter 
negotiations, gave the states for ten years (and thereafter until the 
Commonwealth otherwise provided) three-fourths of the Common- 
wealth’s collections of customs and excise duties. Section 94 gave 
the states any surplus revenues remaining in the Commonwealth 
treasury at the end of a fiscal year, and Section 96 empowers the 
Commonwealth to make grants to the states on such terms as it sees 
fit. Taken together, these three provisions imply a considerable 
degree of responsibility on the part of the Commonwealth to assist 
the states in maintaining a sound financial position. Later actions 
by the Commonwealth have continued and strengthened that implied 
responsibility. 


** Greenwood, Australia, p. 240. 
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Under the “Braddon Clause,” during the first ten years the 
states received an average of about £8 million per year, and that 
seemed to meet their needs fairly well. As the end of the ten-year 
period approached, the Commonwealth proposed a different system 
of payments to the states. In 1910 the voters considered and re- 
jected a proposed amendment to the Constitution which would have 
prescribed fixed payments of 25s. per person per year. Nevertheless, 
the Commonwealth Parliament, in the same year and acting under 
its power to “provide otherwise,” passed an act embodying the same 
scale of payments.** That act, which remained in effect for some 
seventeen years, had the immediate effect of reducing payments to 
the states by about 25 per cent, or from £8 million to £6 million. 

In that same referendum of 1910 the voters approved an amend- 
ment which allowed the Commonwealth to assume state debts under 
certain conditions. Since it was not possible to reach any agreement 
on terms, no action was taken under that amendment. So, curiously 
enough, the Commonwealth put into effect a proposal which the 
voters had rejected and failed to exercise other powers granted by 
the voters in the same referendum. 

Until 1906/7 the states received the surplus revenues of the 
Commonwealth. Shortly after that the Commonwealth embarked 
upon a program of paying pensions and felt the need for some 
arrangement which would provide additional revenues and at the 
same time give more stability to the funds available. This was 
accomplished by setting up a trust fund and paying into it the funds 
which were about to become surplus. The states contested the 
legality of this action, but the High Court upheld it.” “The Com- 
monwealth has never actually disputed the right of the states to any 
surplus revenue where it can be shown to exist. Care has been taken 
so that there shall be no surplus revenue in the legal sense.”*® As 
indicated, this practice has continued, and in recent years some very 
large amounts have been diverted into trust funds for various pur- 
poses. 


** Surplus Revenue Act of 1910. 

2° New South Wales v. The Commonwealth, 7 Commonwealth Law Reports 
(cited hereafter as C. L. R.) 179 (1910). In respect to this, Greenwood has com- 
mented: “Few acts have aroused such resentment among the States, whose premiers 
have repeatedly denounced the practice as a moral infringement of the constitution.” 
Australia, p. 239. 

°° First Report of the Commonwealth Grants Commission (Melbourne, 1933), 
Pp. 20. 
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Both of these actions by the Commonwealth—appropriating sur- 
pluses and changing the basis of payments—curtailed the revenues 
of the states. In the meantime, except for the World War I period, 
the budgets of the states grew steadily and rapidly. By 1927 the 
states were spending from three to four times as much as before 
1910, but they were receiving from the Commonwealth about the 
same amount—between £7 and £8 million. Also, during World 
War I the Commonwealth had moved into one of the major revenue 
fields of the states—that of the income tax. Naturally, the proposals 
for ways in which the states might get more revenues from the 
Commonwealth were many and varied. 


Special Grants to the States. One interim method of alleviating the 
problem was to make special grants to states which were experiencing 
special difficulties. Thus in 1909 a grant of £250,000 per year was 
made to Western Australia, to diminish at the rate of £10,000 per 
year. In 1912 Tasmania received a grant of £95,000 for ten years, 
to diminish at the rate of £10,000 per year. Actually, both of these 
grants were continued for over twenty years by varying the terms. 
Finally, in 1929/30 South Australia also received a special grant. 
Greenwood states that the adverse financial position of these three 
states was largely due to “the losses which they sustained from their 
developmental policies.”** Various ad hoc committees and other 
bodies studied the problem and made recommendations from time 
to time, but there was no continuity between them and the amounts 
of the grants were determined by Parliament each year. This situa- 
tion gave rise in 1933 to the Commonwealth Grants Commission, 
which is discussed in a later chapter. 


Highway Grants. After World War I there was a great increase 
in motor cars and a consequent demand for more and better high- 
ways. This function fell entirely within the domain of the states, 
but they lacked adequate funds for road building for two major 
reasons: they operated the railways, which were beginning to show 
large deficits; they could not levy a petrol tax since excise taxes were 
denied to them. The Commonwealth had collected a tariff on petrol 
since 1903. 

The first federal road grant was made in 1923, and grants have 
been continued in increasing amounts since that time. From 1923 


?" Australia, p. 335. Greenwood also gives a description of how the funds were 
used and how the losses were incurred. 
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through 1928/29 the states received a total of £5.9 million, while 
the Commonwealth was collecting a total of £7.6 in petrol duties. 


The Financial Agreement. By 1926 the states were increasing their 
demands for more federal aid, while the Commonwealth fought shy 
of any commitment which would require continuing and perhaps 
increasing payments to the states. In fact, there were proposals that 
the Commonwealth should reduce its payments while at the same 
time reducing or relinquishing its use of the income tax. Another 
financial problem of the period was that the states were borrowing 
heavily and competing aggressively among themselves and with the 
Commonwealth for the limited amount of loan funds available in 
the domestic and foreign markets. It soon became apparent that 
this borrowing should be regulated and co-ordinated. Out of this 
situation came the arrangement which was to be known as the Finan- 
cial Agreement of 1927. 

In 1926 the state premiers met in conference to consider the 
problem of federal aid. Under considerable pressure from the 
Commonwealth and in the face of strong resistance from the premiers, 
the terms of the Financial Agreement were worked out. This 
Agreement is discussed in more detail in Chapter 11. The Agree- 
ment accomplished two major objectives: (1) it provided that the 
Commonwealth, in lieu of making annual per capita payments to the 
states, should assume and, with minor exceptions, service existing 
state debts and make a contribution toward the retirement of state 
debts incurred in the future; and (2) it created the Australian Loan 
Council, which had the task of regulating and co-ordinating the 
borrowing of the Commonwealth and the states. The power of the 
Commonwealth to enter into and fulfil its obligation under the 
Agreement was confirmed in an amendment to the Constitution (Sec. 
105A) which was approved in 1929. 

The Agreement required the Commonwealth, for a period of 58 
years, to make annual payments of £7.6 million to the states toward 
the interest on their debts; this was an amount equal to the per capita 
payments the Commonwealth had been making. In addition, the 
Commonwealth made contributions toward the retirement of the 
debts. Total payments to the states in 1928/29, including road and 
special grants, amounted to £11.1 million—an increase of some 30 per 
cent over the level prevailing immediately prior to 1927. 
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The Agreement was a “package deal” in which, under the Loan 
Council arrangement, the states surrendered a part of their sover- 
eignty. Despite the increased amount of aid, the states were not 
happy about the new arrangement and accepted it only under duress. 
Greenwood has stated that they accepted it partly because the “full 
implications of the proposed change were not realized, partly because 
of the assurances made by Commonwealth ministers that no threat 
to state autonomy was involved.”** Elsewhere he has stated that 
while the premiers accepted the Agreement, “It is difficult to escape 
the conclusion that they did so in the main because their hands had 
been forced and they were left with little practical alternative.”?° 

The Loan Council is a unique and powerful institution. As 
Greenwood has noted, “There is much justification for the view that 
the Loan Council has come to represent ‘a new unit of government’, 
since it is not politically responsible to any one parliament.”*° In 
many respects, however, the Commonwealth has dominated the 
Council from the beginning and that dominance has increased in 
recent years, as is demonstrated in a later chapter. 


SUMMARY 


By 1928/29 public expenditures in Australia had reached ap- 
proximately £185 million, which was a little more than 20 per cent 
of GNP. In per capita terms, the amount was approximately £29. 
In terms of 1954/55 pounds, the total was £426 million, and the 
per capita figure, £67. 

The percentage distribution of expenditures between levels of 
government was federal, 35; state, 54, and local, 11. This was not 
greatly different from the distribution before World War I. During 
the 1920’s federal expenditures declined, first rapidly and then more 
slowly, as war and repatriation expenditures were reduced. Without 
the heritage of the war, represented by interest and repatriation out- 
lays, federal expenditures would have represented a smaller propor- 
tion of total expenditures than before the war. The states bore most 
of the outlays for transportation and other developmental purposes, 
and the increase in these far more than offset the decline in federal 
expenditures for war and repatriation. 


°° Federalism, p. 81. ° Australia, p. 334. 
°° Federalism, p. 86. 
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Both federal and state governments increased their expenditures 
for welfare and social services; those increases were large in per- 
centage terms and fairly significant in relation to total expenditures. 
On the other hand, the proportion of total expenditures devoted to 
education remained fairly constant between 6 and 7 per cent; in 
1928/29 this amount was less than 60 per cent of the amount spent 
for welfare and social services. 

In 1928/29 three items accounted for well over half of all 
expenditures: interest, 29.6 per cent; transportation and communi- 
cation, 20.1 per cent; welfare and social services, 11.6 per cent. If 
to these were added defense, repatriation, and education, the total 
would account for 75 per cent of all expenditures. 

A large part of the expenditures made during this period was 
from borrowed funds. In 1914 total public debts in Australia 
amounted to approximately £400 million. By 1919, £300 million 
had been added to this and by 1926 another £300 million, pushing 
the total above £1,000 million. In 1929 the total was near £1,100 
million, a little over half of it owed overseas. The annual interest 
liability on this debt was £55 million, evenly divided between do- 
mestic and overseas liability. The overseas portion was equal to 
20 per cent of the value of 1929 exports. In the years immediately 
ahead this was to be a most troublesome problem as the total value 
of exports dropped sharply and interest requirements rose, partly 
because of the depreciation of the Australian pound. 

















A General View of Expenditures 
from 1929 to 1955 


Ir 1s THE PURPOSE of this chapter to give a broad, general perspective 
of the major developments in public expenditures and the factors 
which caused them from 1929 to 1955. Later chapters will examine 
in greater detail most of the major developments and programs 
noted here. 


Tue BackGRounpD 


Public expenditures are iargely determined by political and eco- 
nomic developments, so it is necessary first to take a brief look at 
the broad lines of political and economic events in Australia during 
this period. 


Political Developments. After a disastrous schism over conscription 
during World War I, the Labor Party remained divided for more 
than ten years and did not return to power until October, 1929. It 
then faced a most unenviable situation: it did not have control of 
the Senate; it was beset by the overwhelming problems of the de- 
pression; and the Commonwealth Bank was not sympathetic to its 
financial policies. Early in 1931 one of its strongest men, J. A. 
Lyons, broke with the Party, and soon thereafter the Nationalist 
Party transformed itself into the United Australia Party with Lyons 
at its head. “. . . the Labour movement continued to be torn by 
inner conflict, but the formation of the United Australia Party con- 
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solidated all the forces of ‘sound finance’, and it was only a matter 
of time before these forces would gain control of the government.”? 
In the election of November, 1931, Labor suffered a crushing defeat, 
its membership in the House falling from 35 to 14, and was swept 
from power, not to return for almost ten years. 

For more than seven years a coalition of the United Australia 
and Country parties remained in firm control of Parliament under 
two governments headed by Prime Minister Lyons. But by 1939 
conditions had changed greatly. The government seemed to have 
lost the ability to act decisively in the crises which recurred in rapid 
succession. Dissension within the coalition was growing, and many 
of the candidates it put up for office were poor or mediocre. Then 
in 1939 Prime Minister Lyons died and, after a short interval, was 
succeeded by Mr. Menzies, who did not command the confidence 
and respect Mr. Lyons had enjoyed. After the war started there 
was growing dissatisfaction with the way it was managed. Oppo- 
sition was increasing, and the coalition’s majority dwindled. Within 
the space of two and a half years there were five different govern- 
ments, three of them headed by Mr. Menzies. 

One of the reasons for the growing opposition to the coalition was 
the failure to take any action on social security. In 1938 Parliament 
enacted a partial and limited measure in the form of the National 
Health and Pensions Insurance Act.” A commission was appointed to 
administer the Act; a start was made toward recruiting and training 
a staff; and preliminary regulations were issued; but, for various 
reasons, the Act was never promulgated and therefore never went 
into effect. 

In the election of October, 1940, the coalition won 36 seats in 
the House, Labor won 36, and the two remaining seats went to the 
Independent Country Party, whose votes were uncertain. Menzies 
asked Labor to enter a three-party National Government, but this 
offer was declined. Then, early in 1941, Menzies, in an effort to 
strengthen his faltering Government, introduced a program of child 
endowment.’ Despite this move the coalition continued to slip, and 
in October, 1941, Labor took over the Government. 


*P. H. Partridge, “Depression and War,” in Greenwood, Australia, p. 360. 
* Act No. 25 of 1938. 
* A. K. Birch, Federalism, Finance and Social Legislation (London, 1955), 
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Thereafter for more than eight years Labor remained in office 
under five different ministries—the longest continuous term in office 
it has enjoyed in its history. During most of that time it had a 
comfortable majority in Parliament and had at its command the 
broad and extensive powers which are necessary for the conduct of 
a war. Even in the midst of the war Labor began to implement its 
program of social security, putting some measures into operation and 
planning for others. It was determined that this time the oppor- 
tunity should be grasped before it vanished. Perhaps Labor’s most 
ambitious move was the attempt to carry out a sweeping constitu- 
tional reform which would have given the federal government broad 
powers in every major sector of the economy. After prolonged and 
complicated negotiations and political moves, this proposal was re- 
jected by the voters in 1944.* 

After the war Labor worked even harder to realize its program, 
including attempts to nationalize the banking system and the air 
lines. These latter two moves were nullified by the High Court, 
and the unfavorable public reaction to them and to the wartime con- 
trols which remained in effect were important factors contributing 
to the defeat of Labor in the election of 1949. 

The coalition of the Liberal Party (successor to the United 
Australia Party) and the Country Party which came to power in 
1949 has remained in control of the government since then. During 
most of the time it has had only a small majority in the House, and 
in the election of December, 1955, it lost control of the Senate. The 
coalition has made no attempt to nationalize any industry and has 
sold to private enterprises a few small public undertakings started 
by Labor. It has substituted new programs of hospital, medical, and 
pharmaceutical benefits for those started by Labor. It has continued 
and extended the two major and most expensive programs, old age 
and invalid pensions and child endowment. 


Economic Developments. ‘Table 3 summarizes the changes in cer- 
tain important economic areas for selected years; annual data are 
given in Appendix A. 

Population showed a steady increase throughout the period, but 
the rate of increase was slow in the early years. It required thirteen 
years for the population to increase from six to seven millions, and 
ten years to increase from seven to eight millions. But, aided by 


“See Chapter 4 for a discussion of this episode. 
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the great increase in the birth rate during the war and postwar 
periods and a vigorous immigration policy after the war, the rise 
from eight to nine millions was made in only five years. 

Figures for the labor force are not available for the early part 
of the period and are not given in the table. One estimate for 1939 
places the figure at 3,148,600. In a private study Mr. R. Kingston 
of the Bureau of Census and Statistics gives the following figures 
for certain postwar years: 1948, 3,227,000; 1951, 3,540,000; 1955, 
3,739,000. Factory employment, starting at 450,000 in 1928/29, 
showed a maximum decline of 25 per cent in 1932; thereafter it 
increased steadily but slowly until the war. Sharp increases were 
registered in both the war and postwar periods. In 1950 the index 
passed 200; in 1955 the number employed passed one million, and 
the index stood at 228. 

The data on unemployment in Australia are not good; the only 
series covering the whole period is that showing the number of 
trade-union members unemployed as reported by the unions. This 
figure rose to 120,000, or 29 per cent of the union membership, in 
1932; the peak came in the second quarter of that year, with 30 
per cent unemployed. By 1937 the figure was down to 42,000 or 
9.3 per cent, which was below the 1928/29 level. It remained at 
about that level until the war, when it became insignificant; in only 
two years since 1943 has it exceeded 10,000 and has never been 
above 2 per cent. Clearly, unemployment has not been a significant 
problem in the past 15 years, but the continuing fear of it is an im- 
portant factor in shaping economic policy. 

Australia has no general index of physical production. The 
index of the value of factory production (approximately equal to 
“value added”) fell by a third from 1929 to 1932, regained the 
predepression level in 1937,’ and in 1954 reached a level more than 
seven times the 1928/29 level. Deflated by the index of wholesale 
prices, this figure would indicate that physical production in factories 
was about two and a half times as great in 1954 asin 1929. Thus it 
would appear that production increased about 150 per cent while 
employment was increasing by 120 per cent. 


® The Grants Commission has stated that real production per capita in 1935/36 
was up to 105, or equal to 1927/28, after dropping to 78 in 1930/31. As for the 
year 1936/37, it “was one of great prosperity.” Fifth Report of the Common- 
wealth Grants Commission (Melbourne, 1938), pp. 12-13. 


38 PUBLIC EXPENDITURES IN AUSTRALIA 


The index of nominal wages reached a low point of 90.3 in 1933/ 
34, a decline of about 20 per cent. After that it rose without inter- 
ruption to 325 in 1955. After 1945 it tended to keep pace with the 
index of wholesale prices, which rose substantially more than retail 
prices. 

Measured by the annual figures, prices reached their bottom in 
1933/34, when wholesale prices were down 23 per cent and retail 
prices 21 per cent. In comparison with the declines suffered by other 
countries this was relatively small, especially in view of the vul- 
nerable position of Australia with respect to prices. No doubt a 
large part of the explanation lies in the fact that imported commodi- 
ties are important to Australia; when sterling went to a maximum 
premium of 30 per cent in terms of the Australian pound, it tended 
to raise the prices of imported goods in terms of the local currency 
(or to prevent them from falling).° 

After 1934 prices recovered slowly but did not reach their pre- 
depression levels again until the war years. During the war and 
immediate postwar years an effective price-control organization kept 
the price rise to modest proportions, and it was not until 1948, when 
controls were abandoned, that the big rise came. Before this move- 
ment was completed, the Korean War began, with the result that 
prices approximately doubled between 1949 and 1955. Compared 
with prewar levels, Australian prices have risen substantially more 
than prices in Canada, the United Kingdom, or the United States. 

GNP declined 30 per cent to its low point in 1931/32 and re- 
gained its predepression level in 1937. With only minor interrup- 
tions, it moved up steadily thereafter, but the big increase came with 
the sharp uptrend in prices after 1948. In 1954/55 it was more than 
five times the predepression figure. 

Exports are very important to the Australian economy, usually 
ranging from II or 12 per cent to well over 20 per cent of GNP. 
The value of exports varies widely, primarily because of great varia- 
tions in wool prices. For example, in 1950/51 the wool boom 
engendered by the Korean War pushed exports up to nearly £1,000 
million, or over 27 per cent of GNP; the next year they fell by 
nearly a third. Faced with such wide swings in exports, Australia 
is heavily dependent upon her international reserves (holdings of 
gold and foreign exchange) to provide some degree of stability in 


°To this must be added the fact that after September, 1931, sterling itself de- 
clined in relation to gold and the U. S. dollar. 
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international trade and in domestic economic activity. Those re- 
serves fell from almost £100 million in 1929 to £53 million in 1931 
and for the next twelve years they fluctuated between that figure and 
£90 million. Thereafter, they rose rapidly to a peak of £843 in 
1951, from which level they fell to £428 million in 1955. 

With these facts in mind, it is easy to understand two principles 
or rules of action which govern policy formation in Australia. First, 
few major policies are determined without a consideration of how 
they will affect exports and international reserves. Second, if the 
domestic economy is to be protected against periodic upheavals, some 
powerful agency must intervene to protect it against the effects of 
these wide swings in exports and reserves. Only the national 
government is able to perform such a task and it, perforce, must 
often expand its economic activities and its expenditures in doing so. 
To protect international reserves it has been necessary, in the years 
since 1939, to employ import restrictions of varying degrees of 
stringency. 


THE DEPRESSION, 1929-33 


The Great Depression imposed upon Australia a financial prob- 
lem second only to that of World War I; indeed, in some respects 
it may have been greater than the war problem. In addition to the 
general problem of the depression which faced all countries, Austra- 
lia had to deal with certain special factors which made her problem 
more difficult. 


Special Difficulties. First, Australia depended heavily on the pro- 
duction of raw materials, principally wool and wheat, and the sale 
of these in the world market. The prices of these went down earlier 
and farther than prices generally. 

Second, during the 1920’s Australia had borrowed heavily over- 
seas, primarily to finance public works. The amounts had ranged 
from £20 million to £50 million per year. Maclaurin holds that 
this borrowing raised the standard of living to a level which could 
not be maintained on the country’s own resources and also made 
some 200,000 men dependent on public works, most of which had to 
be closed down during the depression." 


7 W.R. Maclaurin, Economic Planning in Australia, 1926-1936 (London, 1937), 
p. 241. 
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Third, debt service charges had become a large part of all budgets. 
About half of these were due overseas, and they created an especially 
acute problem after the Australian pound depreciated. 

Fourth, Australia had no plans or organization to meet a depres- 
sion, and the government of the day was paralyzed by a Senate 
controlled by the Opposition. Only Queensland had an unemploy- 
ment insurance scheme in operation. There were no poor laws, no 
money market worth mentioning, and no fully developed central 
bank. The Commonwealth Bank was not under government control 
and was hostile to the financial policies of the Labor Government. 


Development of the Crisis. The crisis was developing rapidly by 
the time the Labor Government took over near the end of 1929. 
Foreign borrowing quickly dried up, and capital expenditures had 
to be curtailed drastically. The combined deficit of the Common- 
wealth and the states on current account was £6.9 million in 1929/30 
and rose sharply to £29.7 million in the following year. In May, 
1930, the state premiers solemnly agreed to balance their budgets 
for the next year, but this soon became an obvious impossibility. The 
banks, headed by the Commonwealth Bank, grew increasingly trou- 
bled at having to finance the growing deficits (the banks had ad- 
vanced some £53 million by the end of 1930) and finally in May, 
1931, served an ultimatum on the Loan Council saying that they 
would not advance further funds until the governments reduced 
expenditures and put their finances in order. 

The Labor governments in control of the Commonwealth and 
New South Wales were strongly opposed to a policy of curtailment. 
They believed that the trouble was essentially temporary and was 
caused principally by heavy imports and immigration. The federal 
government raised tariffs sharply, imposed import controls, levied new 
taxes, and encouraged farmers to grow more wheat which could be 
sold abroad to provide foreign exchange. A bill was proposed to 
guarantee the price of wheat at 4s. per bushel, and the farmers greatly 
increased their wheat acreage. The bill failed of passage, prices 
collapsed, and the farmers were left for a time unprotected. Physi- 
cal exports of wheat increased by over 50 per cent between 1928/29 
and 1931/32, but prices declined so much that the total value was 
less.° 


*T. Hytten, “Australian Public Finance Since 1930,” Economic Record, XI 
(Supplement, March, 1935), 129. 
® Maclaurin, op. cit., pp. 39-42) 190. 
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Plans to Alleviate the Depression. Two major proposals for gov- 
ernment action to alleviate the depression were advanced, both of 
which are discussed in more detail in Chapter 12. The first was the 
Theodore Plan, formulated by the Commonwealth Treasurer in the 
Labor Government. It would have permitted a substantial increase 
in the money supply and would have allowed foreign exchange 
rates to drop to their “natural level.” “The opposition’s control of 
the Senate made it certain that this programme would not be carried 
out, and the government could scarcely have expected it to be.”"° 

The Labor Government was unable to pass the Theodore Plan 
or to withstand the bankers’ ultimatum, largely because it did not 
have control of the Senate, which vetoed all proposals to change 
the management of the Commonwealth Bank. Labor felt that its 
work was frustrated by the hostility of the bankers. This left a scar 
on Labor’s thinking—a deep smouldering resentment and the de- 
termination to take revenge on the bankers when the opportunity 
came. 

In the light of handsight it is easy to see that the Theodore Plan 
had much to commend it, and some of its provisions would have 
made a constructive contribution to a solution of the problem. Two 
factors militated against its adoption in 1930: (1) the extent to which 
the gold standard and the balanced budget dominated the thinking 
of economists and financiers; and (2) the demagoguery of certain 
leaders of the Labor Party, who aroused fears as to how the govern- 
ment might use some of the broad powers the Plan would give it. 
With respect to the first point, it should be remembered that Austra- 
lia was a small country, producing mainly raw materials and heavily 
dependent upon the British money market; it could not afford to 
gain a reputation for “unorthodox thinking” if it hoped to obtain 
help from that market in the future. 

The second proposal was the Premiers’ Plan, devised by a group 
of economists and adopted by the Commonwealth and state govern- 
ments. It required a reduction of 20 per cent in all adjustable ex- 
penditures of governments as compared with June, 1930, a conver- 
sion of the domestic public debt with a reduction of 22.5 per cent in 
the interest rates, the reduction of interest rates, relief to mortgagors, 
and some increase in taxes. This was put into effect with considerable 
success and shortly afterward, when interest rates had declined 


*° Partridge, op. cit., p. 357+ 
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throughout the world, the debt held in London was refunded at a 
substantial reduction in interest rates. The annual savings accom- 
plished by the debt operations was over £11 million, and they 
accrued to both Commonwealth and state governments. 

Recovery began in Australia almost immediately after the Pre- 
miers’ Plan was put into operation. There had been a 10 per cent 
reduction in the basic wage, and other costs had been reduced. Fur- 
ther, the policy of drift had come to an end with a definite and 
tangible program, which the people welcomed. After a change of 
government, the United Australia Party (UAP) was able to reap the 
benefits of this drastic plan which had been forced through under a 
reluctant Labor Government. The estimated deficit of £41.0 million 
for 1931/32 was reduced in fact to £19.5 million, and the Common- 
wealth actually had a small surplus. The deficit of the states de- 
clined from £20.8 million in 1931/32 to £5.4 million in 1934/35, 
while the Commonwealth stayed in the black.” 

Writing in 1936, Maclaurin ascribed the recovery to these fac- 
tors: (1) good crops, (2) the severity of the depression which made 
evident to all the need for drastic action, (3) the quick decline in 
the rate of exchange, (4) the control exercised by the Loan Council 
and the Commonwealth Bank, and (5) the business confidence in- 
spired by the political stability under UAP after 1931.” 

One of the most dramatic incidents in Australia’s political history 
occurred as a result of the Premiers’ Plan. Premier Lang of New 
South Wales strongly opposed most of the reductions of expenditure 
called for by the Plan but favored a compulsory reduction in the 
interest on public debt held abroad. Early in 1932 he failed to pay 
the interest on the debt of his state. The Commonwealth paid the 
interest and then passed the Financial Agreements Enforcement Act, 
which empowered the Commonwealth to seize state funds in such 
a case. Over Lang’s resistance it seized funds of New South Wales 
as reimbursement. The Governor of New South Wales then dis- 
missed Lang for acting in defiance of law. 


It was certain that the States, when they accepted the financial agreement, 
did not foresee that the constitutional amendment made at that time would 
give the Commonwealth such power over the States as this. It was another 
rude demonstration to them of the financial predominance which the Com- 
monwealth had achieved.'* 


*\ Hytten, of. cét., p. 124. ** Maclaurin, of. cit., p. 240. 
*® Partridge, op. cit., p. 364. 
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Unemployment Relief. Australia was totally unprepared to handle 
unemployment relief when the depression hit. After the problem 
developed, there was almost constant wrangling as to whether it was 
a federal or a state responsibility. After the depression was over it 
was impossible to ascertain how much was spent for relief because 
of the way in which the projects were handled and the accounts were 
kept. 

Before 1946 the Australian Constitution was silent on the respon- 
sibility for dealing with unemployment. On the basis of a federal 
government of enumerated powers and also on the basis of the gen- 
eral nature of the powers left with the states, it seemed to be a state 
responsibility. On the other hand, the fact was that only a national 
government could deal effectively with it in such a major depression. 
In any event, the Commonwealth here, as in other similar cases, 
tended to shun responsibility for a problem which might entail large 
and indefinite expenditures. In the early years the Labor Govern- 
ment, “in reducing taxation and leaving the states to cope with the 
problem themselves . . . attempted to abjure any direct responsi- 
bility for such an embarrassing problem as unemployment relief.” 

When Lyons took over for the UAP in 1932, he did so after an 
election campaign in which he promised retrenchment; he was there- 
fore in no position to embark upon a program of heavy spending for 
unemployment relief. In an election campaign in the latter part of 
1934, Lyons promised that if he were returned he would see that 
relief was handled “upon a national as well as a State and municipal 
basis.” He described several work programs which might be under- 
taken, but apparently nothing specific came of this.”® 

Altogether, from 1930/31 to 1937/38, Colley estimates that the 
Commonwealth spent about £5.3 millions for unemployment relief, 
nearly half of it as grants to the states. Of this, £3.2 million came 
from the Loan Fund."® 

Since the states were left largely to themselves, there was no 
co-ordination in their policies or programs. Further, since their 
finances were strictly limited, their efforts were most often inade- 
quate. Only Queensland had a system of unemployment insurance 
in operation, and its funds were soon exhausted. Three states—New 
South Wales, Victoria, and Queensland—levied special graduated 

** Maclaurin, of. cit., p. 177. [bid., p: 18. 


*° A. G. Colley, in an unpublished manuscript made available to the author by 
Professor T. H. Kewley of the University of Sydney. 
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taxes on wages and salaries to finance relief. Relief took several 
forms; in the early years it was often in the form of doles or food 
relief. In some cases medical attention and drugs were provided. 
In the later years, after funds again became available for public 
works, work relief became more common. ‘Total expenditures for 
public works declined from over £40 million in the late 1920’s to less 
than £10 million in 1931/32, and then rose to nearly £25 million in 
1935/36. 

Although as noted above, it is not possible to determine accurately 
how much was spent for unemployment relief, one attempt has been 
made to estimate the total spent by the states. Colley gives these 
figures for expenditures by the states for the years from 1929/30 
to 1937/38 and the sources from which the funds came (in thousands 
of pounds): 


Loans 41,631 
Consolidated revenue 33,488 
Unemployment taxes 29,207 
Commonwealth grants 2,327) 
Miscellaneous 4,418 

Total II1I,O71 


Farm Policies. Because of the need to expand the economy and 
because of her dependency on the export of farm commodities to 
provide foreign exchange, Australia was most reluctant to adopt any 
policy of restricting farm production. Rather, production was in- 
creased. During 1930/31 wheat acreage rose from 15 million to 
more than 18 million acres. From 1931 to 1933 total farm pro- 
duction was some 16 per cent above the 1925/29 level, while prices 
were off some 40 per cent.’” It was, however, necessary to provide 
some relief to farmers, and several relief and bounty measures were 
passed by the Commonwealth. The most important of these pro- 
vided relief to wheat growers and adjustments for farm debts. A 
total of £29.2 millions in payments of this kind was made between 
1930/31 and 1938/39, the largest of which were (in millions of 
pounds) relief to wheat growers, 16.1; farmers’ debt adjustment, 
6.3; artificial manure subsidy, 1.8; and wine export bounty, 1.7. 
As not infrequently happens, most of these programs were continued 
on into the war years, often with a changed justification. In fact, 


*? Maclaurin, of. cit., pp. 144, 195. 
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some of them were expanded, and some large new ones were added 
as consumer subsidies in an effort to hold prices down. 


Political Consequences of the Depression. The Great Depression 
left a deep impression on the political structure and traditions of 
Australia. (1) It revealed the financial weakness of the states and 
the necessity of national action in the face of a major emergency. 
The states were unable to cope successfully with their falling reve- 
nues, their railroad deficits, and the huge demands for unemployment 
relief. (2) The weakness of the states and the growing financial 
dominance of the Commonwealth weakened the federal structure of 
the country and threatened at one time to wreck it. The financial 
crisis rekindled some of the old grievances of the states over the 
financial arrangements and, in Western Australia, led to a fairly 
strong secession movement which would have set up a separate 
national state. In a move to meet some of the more acute needs of 
the poorer states, the Commonwealth Grants Commission was estab- 
lished in 1933 to provide federal aid to those states. (3) The de- 
pression demonstrated the urgent need for some comprehensive 
system for dealing with unemployment. (4) The action of the banks 
in checkmating several of Labor’s financial proposals for dealing with 
the depression created a deep and lasting bitterness in the thinking 
of Labor with respect to the banks and led the Party to the deter- 
mination to bring the Commonwealth Bank and, if possible, all banks 
under closer public control."® 


The Pattern of Expenditures during the Depression. From 1929 
to 1932 total expenditures of all governments declined about 15 
per cent and thereafter increased fairly steadily, so that by 1939 the 
total, in current pounds, was some 14 per cent above the 1929 level. 
In constant pounds the increase was about 27 per cent. Per capita 
expenditures in constant pounds were up about 17 per cent. Table 
4 shows these data for certain years; more complete data are shown 
in Appendix A. 

Most of the variations were caused by fluctuations in public works 
expenditures. The concept of public works expenditures is not a 
precise one, but the figures as computed by the Bureau of Census and 
Statistics show the following results (in millions of pounds): 


** Partridge, op. cit., p. 365. 
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1928/29 1931/32 1935/36 1938/39 














Total Expenditures 185.4 157-4 178.1 20 Wet 
Public Works Expenditures 60.5 I te) 45.6 64.5 
Total Less Public Works 124.9 135-7 13255 146.6 


Thus, despite economies, expenditures other than for public works 
increased from 1929 to 1932. A part of this went for interest be- 
cause the debt conversion had not become fully effective in 1932, 
and a rising debt and especially the higher exchange rate, pushed 
up interest requirements. Another part was accounted for by relief 
payments. 

The distribution by functions shows that by 1939 relative pay- 
ments for interest and transportation and communication were down 
appreciably and were about offset by increases in defense and health 
and welfare expenditures. Over the whole period there were no 
other major changes. 

Total indebtedness of the Commonwealth and states rose from 
£1,013 million in 1929 (after deducting £79.7 million which was 
excluded from the debt in 1931) to £1,215 in 1939. The figures 
are as follows (in millions of pounds) : 


Commonwealth States Total 
1929 294.5 718.8 1,013.3 
1939 317-5 897.8 Te 2Uye3 


Thus public debts increased during this period by about £200 million, 
mostly for the account of the states. 

Average rates of interest on the consolidated debt declined as 
follows: 


Overseas Debt Domestic Debt Total Debt 

1929 4.8% 5-370 5-0% 

1939 4.0% 3-6.% 3.8%” 

In 1929 the domestic rate was significantly higher; in 1939 signifi- 
cantly lower. This primarily reflects the result of the conversion 
operation. 

Australia made relatively little use of deficit financing to combat 
depression. Such increase in the debt as occurred came only after 
strenuous efforts to avoid it. Maclaurin’s appraisal is expressed in 
these excerpts: 

* The Budget, 1955/56, p. 110. *0Tbtd., Ps 114. 
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. . . the inflationary aspect of the Australian Recovery programme was 
to a considerable degree unintentional and unavoidable. But that fact may 
well have added to, rather than detracted from, its effectiveness. 


The economic planners will find little comfort in Australia’s inability 
to adjust public works expenditures more effectively to the swings of the 
business cycle .... 


Except in agriculture, Australia’s depression measures were effective 
in facilitating recovery.” 


THE War Perron, 1939-48 


Expenditures during the war period were, of course, heavily 
dominated by war and defense costs, which were borne almost en- 
tirely by the Commonwealth Government. Commonwealth expendi- 
tures increased by more than eightfold—from £80 million in 1939 
to £662 million in 1943—and then fell by more than a half to £308 
million in 1948. These movements were in part counteracted by 
opposite movements in state and local expenditures, largely because 
of the movements of public works expenditures which fell by more 
than a half—from £65 million in 1939 to about £30 million in 1943— 
and then rose to £106 million in 1948.7? State expenditures fell by 
20 per cent from 1939 to 1943 and then rose by some 78 per cent 
to 1948. Local expenditures fluctuated even more widely, falling 
by over 35 per cent and then almost doubling by 1948. 

Although in World War II Australia supplied a much larger 
part of her munitions and other war supplies than in World War I, 
she was still primarily a supplier of raw materials. During the early 
war years she received most of her supplies from the United King- 
dom, and in the later years, from the United States under Lend 
Lease. This is indicated by the fact that total expenditures reached 
a peak in 1942/43, more than two years before the fighting ended. 

After the war began, actual defense expenditures rose rapidly to 
a peak of £489 million in 1942/43 and then declined, at first slowly 
and then, after the fighting ended, quite rapidly to only £72 million 
in 1947/48. Total defense expenditures through 1947/48 amounted 

*. Maclaurin, op. cit., pp. 146, 283-84. 


*? These are public work expenditures as defined by the Bureau of Census and 
Statistics, including all levels of government, but dominated by state expenditures. 
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to about £2,290 million, or more than seven times as much (in cur- 
rent pounds) as in World War I. Taxation was employed more 
vigorously than in the earlier conflict and, over the whole period, 
almost half of all war expenditures, and nearly 70 per cent of actual 
defense expeditures, were raised from taxation. 


Other Developments. Several other developments affected public 
expenditures during the war period. First, there was a great expan- 
sion of health and welfare services both during and after the war. 
During the war the Commonwealth adopted measures to provide 
child endowment, widows’ pensions, funeral benefits for pensioners, 
allowances for wives of invalid pensioners, and unemployment and 
sickness benefits. In addition, the rates for age and invalid pensions 
and maternity allowances were increased. Legislation was also 
enacted to provide hospital, medical, and pharmaceutical benefits, 
but the acts encountered much opposition and their operation was 
hampered by resistance and court decisions so that they did not come 
into full operation until after 1948. Second, immediately after the 
war there was a great increase in public works expenditures of all 
kinds, but especially for electric power and gas, roads, and housing. 
Third, during the war the Commonwealth adopted the system 
known as Uniform Taxation, under which it claimed the exclusive 
right to levy income taxes. During the war the states received 
grants from the Commonwealth equal to the average amounts they 
had previously collected from their own income taxes. After the 
war a formula was adopted to govern the amount of the grants and 
the size of the grants was greatly increased, and as a result in 1947/ 
48 Commonwealth payments to the states amounted to £69 million 
compared with £17 million in 1939. 


Patterns of Expenditure. The pattern of expenditures was, of course, 
greatly distorted by the war, but by 1948 it was about as nearly back 
to “normal” as it would ever be. Despite the great increase in 
public debt (from £1,215 million to £2,700 million), interest pay- 
ments declined sharply in relative importance—from 26.6 per cent 
to 20.2 per cent of total expenditures. The debt increased at about 
the same rate as total expenditures, but the average rate of interest 
fell from 3.8 per cent in 1939 to 2.95 per cent in 1948, reflecting the 
policy of low interest rates pursued during the war and for some 
years thereafter. 
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Two other functions which showed relative declines were trans- 
portation and communications and education, while unemployment 
relief disappeared completely. Together these four functions ac- 
counted for a total decline of 13.5 percentage points in the total. 

The two functions which increased most were repatriation and 
health and welfare, each with an increase of more than 5 percentage 
points. These two, together with housing (1.6 points) accounted for 
a total increase of 12 percentage points and just about offset the 
decline of the four functions noted above. 

Since the Commonwealth financed defense expenditures, incurred 
nearly all of the debt, and adopted Uniform Taxation, its relative 
financial importance increased greatly. On the revenue basis of allo- 
cating intergovernmental payments, its proportion of total expendi- 
tures increased from 38.3 per cent of the total in 1939 to 69.0 per 
cent in 1948, while that of the states declined from 51.4 per cent to 
24.3 per cent and that of local governments from 10.3 to 6.7. But 
this comparison is distorted by the adoption of Uniform Taxation, 
under which the states received as grants a large amount of revenue 
which they had formerly raised for themselves. Therefore it is 
desirable to make the comparison on the basis of direct expenditures, 
under which intergovernmental payments are deducted from the 
expenditures of the paying governments. This basis reflects more 
accurately the activities carried on by each level of government. On 
this basis, Commonwealth expenditures increased from 30.2 per cent 
of the total in 1939 to 53.5 per cent in 1948, while state expenditures 
declined from 56.9 to 39.1 per cent, and local expenditures from 12.9 
to 7.4 per cent. On either basis the Commonwealth showed a very 
substantial increase in its relative standing with respect to state and 
local governments. 

Per capita expenditures in current pounds nearly doubled, rising 
from £30 in 1939 to £58 in 1948; in constant pounds (1954/55 
base) they rose from £78 to £111. In relation to GNP, expenditures 
declined slightly but insignificantly—from 22.7 to 22.2 per cent. 


Tue Postwar Periop, 1948-55 


Major Developments. Two major developments dominated most 
of this period—the great price increase which began when Common- 
wealth price controls were ended in 1948 and the Korean War with 
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its accompanying wool boom of 1950/51. Both factors caused great 
increases in public expenditures—first, to compensate for price in- 
creases (prices approximately doubled between 1948 and 1955), 
second, to pay for the increased defense effort. Added to these were 
strong and insistent demands for more public spending for health 
and welfare services, transportation (especially roads), electric power, 
and housing. As a result total expenditures (in current pounds) 
increased more than during the war period—183 per cent compared 
with 111 per cent. Even in constant pounds the increase was almost 
as great as during the war period—4g per cent against 57 per cent. 

By early 1951 inflation was rampant, and it was generally recog- 
nized that the strongest possible action would be required to bring 
it under control. After considerable delay the Commonwealth un- 
dertook several measures to accomplish this, which are described in 
Chapter 12. After first contributing to the inflation by increasing 
expenditures it finally, with the greatest difficulty, stopped the in- 
crease but never accomplished any significant reduction. Inflation 
was finally brought under control and greatly slowed, if not stopped, 
but only after public expenditures had increased very greatly. 


Other Developments. Programs and expenditures for health and 
welfare continued to expand. The total spent in this field almost 
trebled, rising from £91 million in 1948 to over £260 million in 
1955. There was no discernible slowing up here when the Liberal- 
Country Party coalition came to power in 1949. It continued age 
and invalid pensions, increasing the rates almost every year. In 
1950 it nearly doubled the number eligible for child endowment by 
providing a weekly payment of 5s. for the first child in each family; 
formerly payments had been made only to the second and subsequent 
children. There were major changes in the methods and procedures 
employed in providing hospital, medical, pharmaceutical, and tuber- 
culosis benefits. It was claimed that these changes made the pro- 
grams sounder and more efficient, but they certainly did not reduce 
or hold down expenditures, which increased many times over during 
this period. 

In the field of education the states struggled to keep abreast of 
rising prices and to make up the ground lost during the war. In 
addition, the Commonwealth moved into this field with three major 
programs: (1) it established the Australian National University and 
made large outlays for its construction and maintenance; (2) it estab- 
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lished a system of grants for other universities; and (3) in 1951 it 
established a scholarship scheme under which 3,000 university scholar- 
ships are awarded each year. 

During this period the Commonwealth started one new project 
and continued another, both of which entailed large expenditures. 
In 1949 it started the Snowy Mountain Scheme to provide electric 
power and water for irrigation; the ultimate cost will be well over 
£400 million. It continued and expanded the program of assisting 
immigrants; in each of two years (1949 and 1950) it assisted well 
over 100,000 migrants to enter the country at an annual cost of be- 
tween £15 and £20 million. In addition to the direct costs, this 
program requires large additional outlays, mostly by state and local 
governments, to provide housing, schools, utilities, and other similar 
services for the migrants. 

Throughout this period there was a more or less chronic shortage 
of electric power in many parts of the country, and it was often 
necessary to resort to some form of rationing. The states exerted 
great efforts to keep abreast of the demand. Total expenditures for 
electricity and gas by all governments increased by more than ten- 
fold, rising from £10 to over £100 million. 


The Postwar Pattern of Expenditures. By far the most striking 
change in the pattern of expenditures in this period was the spectacu- 
lar decline in the relative importance of interest payments. Follow- 
ing the great decline during the war period, there was now an even 
greater decline, from 20.2 per cent of all expenditures in 1948 to 
g.I per cent in 1955. The debt increased by more than a third (from 
£2,790 to £3,749 million) and the average rate of interest rose some- 
what (from 2.95 to 3.2 per cent), but the great increase in total 
expenditures far more than offset these changes. This is an interest- 
ing demonstration of the way in which a policy of low interest rates 
reduces the relative load of interest by holding down actual interest 
payments and helps to raise total expenditures by inflating the price 
level. 

The only other specific function which declined in relative impor- 
tance was repatriation, which fell by more than half, from 9.9 per 
cent to 4.8 per cent of the total. These two functions accounted for 
a total decline of 16.2 percentage points. 

The major increases in relative importance came in defense ex- 
penditures (about 8 points) and electric power and gas (about 6 
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points). Other significant increases were registered in natural re- 
sources, education, health and welfare, and transportation and com- 
munication. 


SUMMARY OF THE WHOLE Periop, 1929-55 


Changes in classification and methods of computation, as well as 
inadequate data in some cases, make it necessary to accept compari- 
sons between one end of the period and the other with reservations. 
Despite this limitation, however, such comparisons are useful in 
giving a broad and general view of the changes which took place 
during the whole period of a quarter of a century. 

Perhaps the major changes can best be presented in tabular form, 
as is done in Table 5. From this it can be seen that between 1929 
and 1955 total expenditures in constant pounds almost trebled, while 
in the same terms per capita expenditures slightly more than doubled. 
As a percentage of GNP, total expenditures moved up from 20.4 to 
25.8 per cent. 


TABLE 5 
CHANGEs IN PUBLIC EXPENDITURES IN AUSTRALIA 
BETWEEN 1929 AND 1955 
(Constant pounds on 1954/55 Base) 


Percentage 
1928/29 1954/55 Increase 


Total Expenditures, All Governments: 


Millions of current pounds 185 1,267 585 
Millions of constant pounds 426 1,267 197 
As percentage of GNP 20.4 25.8 

Per Capita Expenditures: 
Current pounds 29 139 379 
Constant pounds 67 139 107 


Expenditures by Levels of Government in 
millions of constant pounds 


Commonwealth 147 810 451 
States 257 583 127 
Local 56 96 71 





The figures on expenditures by levels of government show the 
great increase in the financial importance of the Commonwealth. 
In constant pounds, its expenditures increased by 45 per cent com- 
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pared with increases of only 12 per cent for the states and 7 per cent 
for local governments. These data have not been adjusted for 
intergovernmental payments, so they reflect the full financial activity 
of each level of government. 


The Over-all Pattern of Expenditures. The changes in the pattern 
of expenditures between 1929 and 1955 may be seen by a glance at 
the columns for those years in Table 4. Again, the outstanding 
change was the dramatic fall in the proportion going to interest pay- 
ments—from 29.6 to 9.1 per cent. This decline was caused by two 
factors—the fall in the average rate of interest and the fact that total 
expenditures increased faster than total debt. If the average rate of 
interest in 1955 had been the same as in 1929 and if all other factors 
had been the same, interest would have represented about 14 per 
cent of total expenditures in 1955. This means that about three- 
fourths of the fall in the importance of interest payments—that part 
from 29.6 per cent to 14 per cent—was caused by the fact that total 
expenditures increased faster than the size of the debt. 

The only other two specific functions which declined in relative 
standings were transportation and communication and unemployment 
relief, the latter disappearing entirely. The “catch-all” category, 
“All Other,” declined from 22.2 to 13.3 per cent. This was probably 
the result of two factors: a better classification of expenditures in the 
later years and a decline in the relative importance of general govern- 
mental activities. 

The major increases in relative importance of expenditures came 
in defense, health and welfare, and electric power and gas. Smaller 
increases occurred in conservation and development of natural re- 
sources, housing, and immigration. There were no significant changes 
in the standings of repatriation and education. 

Another way of measuring the changes in the pattern of expendi- 
tures is to make a functional distribution of the icrease in total 
expenditures between 1929 and 1955, which was £1,078 million. 
Since the increase was so large in relation to the starting figure, this 
distribution is not greatly different from the distribution of total 
expenditures for 1955 as given in Table 4. Health and welfare 
expenditures accounted for about 22 per cent of the total increase, 
defense for about 15 per cent, transportation and communication for 


A GENERAL VIEW OF EXPENDITURES 1929-55 55 


II per cent, and electric power and gas for 10 per cent—a total of 
57 per cent for these four functions. Expenditures for health and 
welfare in 1955 were about 40 per cent more than total expenditures 
in 1929. 














Constitutional Limitations on 


Expenditures 


IN EVERY constitutional government, expenditures, as well as all 
other government activities, must be planned, authorized, and con- 
summated within the limits of the constitution. At times constitu- 
tional provisions may exercise a major influence on the timing and 
nature of expenditure programs. It is the purpose of this chapter 
to describe briefly the major provisions of the Australian Constitution 
which affect expenditures and to give some indication of how they 
have been interpreted, applied, and modified over the years. 


NaTURE OF THE LIMITATIONS 


In one important respect the Constitution of Australia, as well as 
that of Canada and perhaps of other members of the British Com- 
monwealth, is different from that of a federal republic. In a federal 
republic it is possible that certain types of expenditures are ultra 
vires for all levels of government; i.e., no government may have the 
constitutional power to make them. For example, in the United 
States the federal government might not be able to make an expendi- 
ture because it does not come within the powers granted by the 
Constitution, while the states and their local governments might not 
be able to make it because it is not for “a public purpose,” as the 
courts have developed that doctrine in certain states. In such a 
situation the expenditure could not be made until either the federal 
or state constitution is amended. 
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In Australia, on the other hand, there is no concept of such an 
absolute and ultimate limitation. If the Commonwealth Parliament 
does not have the power to make a given expenditure, then that 
power, in nearly all cases, resides in the states and can be exercised 
by a simple majority in the state parliaments. Thus in Australia 
there are no absolute limitations on public expenditures in the Ameri- 
can sense, but only relative limitations in the British sense. There 
are many constitutional provisions governing the division of the 
spending power between the Commonwealth and the states, and 
these act as limitations on the federal spending power. Since there 
has been a strong and almost continuous trend toward the concen- 
tration of power and functions in the federal government, this 
chapter will be largely the story of how the federal government has 
expanded its activities and expenditures. 

In many cases the states have the exclusive constitutional power 
to deal with problems, but they may not have the ability, financial 
and otherwise, to deal with those problems effectively. Yet the states 
have been very reluctant to give up those powers and the voters have 
been averse to transferring them to the Commonwealth through 
constitutional amendments. Consequently the Commonwealth has 
achieved most of the increase in its powers by court interpretation, by 
circumvention, and, in some cases, by outright transgression of con- 
stitutional limits when there was no person or agency able to question 
its action. 


CoNnSTITUTIONAL POWERS OF THE STATES 


As indicated above, the state constitutions contain no limitations 
on state spending which are significant for our purpose here. Never- 
theless, it may be well to take one brief look at them before devoting 
the remainder of the chapter to factors affecting the federal Consti- 
tution. In the Australian federation the legislative powers of the 
states are residual, and state parliaments can exercise any powers 
which are not granted exclusively to the Commonwealth or for- 
bidden to the states. Except where specifically forbidden, the state 
may legislate concurrently on subjects within the federal domain, 
so long as state laws do not conflict with federal. Each state has a 
constitution, but state parliaments “. . . have the right to decide the 
manner of alteration of their constitutions, which are short docu- 
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ments concerned with the form that the parliaments themselves take, 
and not with the sort of legislation which the parliaments shall pass.”* 
Or, as another writer has expressed it, “The constitutions of the 
Australian States are ‘written’ constitutions—but (with safeguards in 
one or two exceptional matters which need not concern us) they may 
be amended, ‘like a Dog Act’, by ordinary parliamentary legislation.”? 

In the British tradition, this means that in most cases acts of 
parliament take precedence over any conflicting provisions of the con- 
stitution, or perhaps it would be more correct to say that they amend 
and become a part of the constitution. Further, with minor excep- 
tions, the Australian federal Constitution contains nothing corre- 
sponding to the Bill of Rights in the American Constitution,*® so 
there is little chance that any state legislation will be held invalid 
on procedural grounds. In summary, these considerations mean that 
the states have full power to legislate so long as their laws do not 
conflict with federal laws or the federal Constitution. 


ORIGINAL PRovIsIONsS OF THE FEDERAL CONSTITUTION 


General Aspects. Certain general aspects of the Constitution which 
was created in 1900 are pertinent to our purpose here. (1) It cre- 
ated a federal state. (2) The federal government is one of enu- 
merated and specified powers; the residual powers remain with the 
states. (3) With minor exceptions, it can be amended only by a 
proposal which has been passed by an absolute majority of both 
Houses of the federal Parliament and approved by a majority of the 
electors in a majority of the states as well as by a majority of all the 
electors in the Commonwealth. 


Substantive Functions of the Commonwealth. Section 51 of the 
Constitution gave to the federal Parliament “power to make laws 
for the peace, order, and good government of the Commonwealth” 
with respect to 29 subjects; power to legislate on other subjects 
remained with the states. Below is a list of the subjects allocated to 

*J. D. B. Miller, Australian Government and Politics (London, 1952), p. 81. 

7C. V. Portus (ed.), Studies in the Australian Constitution (Sydney, 1933), 
p. 46. If they so wish, however, the states can introduce any degree of rigidity they 
like into their constitution. See Trethowan’s Case, [1932] A. C. 526. 


*Sir John Latham, “Interpretation of the Constitution,” in R. Else-Mitchell 
(ed.), Essays on the Australian Constitution (Sydney, 1952), pp. 15-16. 
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Si) 


the Commonwealth which are of greater importance from the stand- 
point of expenditures, together with a list of the more important 
subjects which remain under state control. 


Commonwealth 

Interstate and foreign commerce 

Bounties on production and exports 

“Postal, telephone and telegraphic, 

and other like services 

Defense 

Banking and insurance 

Bankruptcy 

Invalid and old age pensions 

Acquisition and construction of rail- 
roads (with consent of states) 

Immigration and emigration 


States 

Railroads (except as noted) 
Tramways and road transport 
Harbor development 

Water supply and sewerage 
Electricity and gas 

Housing 

Agriculture and forestry 
Education 


-Health and Welfare 


Mining 


Irrigation 


Matters “referred” to the Common- 
wealth by the states 


In addition, Section 52 gave the Commonwealth exclusive power over 
the seat of the Commonwealth Government and Section 122 gave it 
control over territories. The Constitution did not so specify, but 
Chief Justice Latham later held that “Each power to make laws 
with respect to a particular subject matter includes a power to make 
a law providing for the expenditure of money in relation to that 
subject matter.”* That, of course, was natural and logical. A much 
more difficult question concerns the extent of the grant of power “to 
make laws with respect to” the various subjects. Does it include the 
power to perform functions as well as to make laws about them? 
Does regulation include prohibition? Below we will see some of the 
answers which have been given to these questions. 

Another difficult question is whether and to what extent the 

Commonwealth Parliament has the power to spend for purposes be- 
yond the enumerated subjects—i.e., whether it has a general spending 
power. Section 81 of the Constitution provides: 
All revenues or moneys raised or received by the Executive Government 
of the Commonwealth shall form one Consolidated Revenue Fund, to be 
appropriated for the purposes of the Commonwealth in the manner and 
subject to the charges and liabilities imposed by this Constitution. 


* Attorney-General for Victoria v. The Commonwealth, 71 C. L. R. 751 (1945). 
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At one extreme are those who contend that this section gives the 
Commonwealth Parliament the power to spend for any object which 
it deems to be a “purpose of the Commonwealth.” At the other 
extreme are those who contend that this section was intended merely 
to confirm the power of the Parliament to spend for the enumerated 
subjects. In many respects this is similar to the debate over the 
power of Congress to spend under the “general welfare” clause of 
the United States Constitution.° 


Other Provisions Affecting Spending. Certain other provisions of 
the Constitution have come to have a significant effect upon expendi- 
tures programs. Sections 51(1i), (xxxix), 86, 90, 114, and 117 give 
the Commonwealth very wide, almost unlimited, taxing power. The 
Commonwealth has used this power to take for itself a monopoly of 
the income tax, thus depriving the states of a major source of 
revenue. This, in turn, places on the Commonwealth a large and 
indefinite moral obligation to reimburse the states for this loss. These 
grants are made under the authority of Section 96 which provides 
that “until the Parliament otherwise provides, the Parliament may 
grant financial assistance to any State on such terms and conditions as 
the Parliament thinks fit.” 

Finally, there is Section 92, which provides that “trade, com- 
merce, and intercourse among the states, whether by means of in- 
ternal carriage or ocean navigation shall be absolutely free.” In the 
United States the Federal Government has used its power over 
interstate commerce to extend its functions enormously. In Austra- 
lia, Section 92 has been interpreted in such a way as to limit or pro- 
hibit important revenue and expenditure measures of both the 
Commonwealth and the states. In particular, it was the critical 
factor in frustrating the Commonwealth’s attempt to nationalize the 
banks and the air lines, as is explained below. One writer has stated: 
“The significance of Section 92 is that judicial review has changed 
an innocuous direction about the absence of customs barriers into an 
ordinance denying power, over a considerable area of economic 
activity, to any parliament whatever.””® 

The above are the principal constitutional provisions which gov- 
erned the expenditures of the Commonwealth Government when it 

*See my paper, “Some Constitutional Aspects of Federal Expenditures,” The 


Journal of Finance, X (1955), 459-82. 
* Miller, of. cit., p. 129. 
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began its existence. In the first ten years, federal expenditures 
varied, roughly from £10 million to about £20 million. Now gross 
expenditures are above £1 billion, and net expenditures are over £800 
million. In part this great expansion has come about because of the 
normal development of the federal powers enumerated in the Con- 
stitution. Another large part of it, however, has been the result of 
an expansion of federal activities far beyond anything envisioned by 
the framers of the Constitution. In many cases it has been necessary 
to find additional constitutional authority to support this latter group 
of activities. That additional authority has been achieved in various 
ways, the principal ones of which are (1) amendments to the Con- 
stitution; (2) judicial interpretation; and (3) devices or arrange- 
ments for circumventing or extending existing provisions, such as 
agreements with and/or financial grants to states. 


EXPANSION OF POWERS THROUGH AMENDMENT 


Among the framers of the Constitution, “There seems to have 
been an uneasy awareness of the disadvantages of an over-rigid con- 
stitution, and, in particular, a demand by a number of representatives 
that the process of amendment be made easier than in the case of 
the United States.”* In this they were doomed to a great disappoint- 
ment. In practice, it has proved singularly difficult to amend the 
Constitution by the referendum process, even in the face of urgent 
need, and “the need for more extensive Commonwealth powers is 
admitted by political leaders of all parties to be urgent.”* Of the 
twenty-five proposed amendments submitted to the voters since 1900, 
only four have been approved. Three of the four dealt fairly 
directly with matters of finance and expenditures, but only two of 
them were of major importance. 


Proposed Amendments Rejected. In 1911 a group of several major 
proposals for constitutional reform was submitted to the voters. 
These proposals would have given the Commonwealth increased 
powers in relation to commerce and industry and would have em- 
powered it to “conduct any business which each house had declared 
to be ‘the subject of monopoly.’” These powers were “far-reaching, 
and would have given the Commonwealth almost complete con- 


"Greenwood, Federalism, p. 39. ® [bid., p. 105. 
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trol over the economic and industrial life of the country.” They 
were defeated by a decisive majority. Essentially the same proposals 
were resubmitted in 1913 and again in 1919 and were rejected on 
both occasions, but with smaller majorities. 

Other proposals dealing with industry, commerce, aviation, and 
marketing were defeated in 1926 and 1937, but the most compre- 
hensive effort toward constitutional reform came during World War 
II. Traditionally the Labor Party has favored wider powers for 
the Commonwealth, especially in the fields of health and welfare. 
Soon after that Party came to power in 1941, it proposed sweeping 
reforms to achieve those ends and also to aid in postwar reconstruc- 
tion. The proposed changes would have given the Commonwealth 
broad and indefinite powers to legislate in fourteen major areas 
covering the financial, industrial, agricultural, and social segments 
of the economy. The areas covered were postwar rehabilitation, 
employment and unemployment, marketing, company law, trusts 
and monopolies, price control, the production and distribution of 
goods, foreign exchange and investment, air transport, uniformity 
of railroad gauges, public works, health, family allowances, and 
aborigines. The powers to be granted here were to have precedence 
over other parts of the Constitution with which they might conflict 
and were to be exempt from court review. A constitutional conven- 
tion was called to consider these proposals, but it was composed of 
Commonwealth and state officials and legislators rather than dele- 
gates elected by the people for the specific purpose of passing on 
constitutional proposals. 

The initial proposals aroused widespread opposition and fears 
because they came at a time of great national crisis and because the 
party in power was apparently asking for a blank check. When the 
convention met, the proposals were toned down; the powers were to 
be limited to five years after the war and the provision exempting 
them from court review was eliminated. Nevertheless, the Con- 
vention refused to approve them as constitutional amendments but 
instead voted to have the states “refer” these powers to the Com- 
monwealth by individual actions. Several of the states refused to 
take such action, and the plan failed. 

The Commonwealth Government then determined to proceed 
with a vote on the amendments. The timing and the tactics of the 


* [bid., p. 101. 
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campaign were poorly planned. The decision came in the midst of 
a great war; the Government had not explained what it planned to 
do with the powers it was requesting; no convention of elected 
representatives had considered the proposals; and the original pro- 
posal for exemption from court review had aroused many suspicions. 
Further, by 1944 when the vote came, some of the sense of urgency 
had passed, and many people were beginning to chafe under wartime 
restrictions and controls. Finally, the fourteen amendments had to 
be voted upon as a unit. In August, 1944, the proposals were de- 
feated by a vote of 2,305,418 to 1,963,400; only two states, South 
Australia and Western Australia, returned majorities in favor of 
them.*° 


Amendments Ratified. In 1910 an amendment to Section 105 of 
the Constitution was approved, giving the Commonwealth power to 
take over state debts. The Commonwealth and the states, however, 
were not able to agree on terms, and no action was taken under this 
provision. Essentially the same power was conferred in the Financial 
Agreements Act of 1927 and Section 105a of the Constitution, which 
was ratified in 1929. These were major developments which will be 
described later. They required the Commonwealth to make fixed 
payments toward servicing state debts as they existed in 1927 and to 
make a sinking fund payment of 5s. per £100 of any state debts in- 
curred after that date. In addition, it created the powerful Loan 
Council which has almost complete control over all public borrowing 
in Australia. Subsection (5) of Section 105a provides that every 
financial agreement and variation thereof made under the Section 
shall be binding upon the Commonwealth and the states “notwith- 
standing anything contained in this Constitution or the constitutions 
of the several States or in any law of the Parliament of the Com- 
monwealth or of any State.” In addition to its substantive impor- 
tance, this Section apparently provides a new method of amending 
the Constitution in this particular field since, as one writer observes, 
any agreement made under the Section “will have effect, notwith- 
standing any term of the Constitution, even though not validated by 
the Commonwealth Parliament or any State Parliament.” 

The last amendment approved thus far was the Social Services 
Amendment of 1946. This added to the Constitution Section 51 


*° For an excellent account of this development, see sbid., pp. 253 ff. 
* A. J. Hannan, “Finance and Taxation,” in Else-Mitchell, of. cét., p. 270. 
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(xxiia), which provides that the Commonwealth Parliament may 
legislate concerning 


The provision of maternity allowances, widows’ pensions, child endow- 
ment, unemployment, pharmaceutical, sickness and hospital benefits, medi- 
cal and dental services (but not so as to authorize any form of civil 
conscription), benefits to students and family allowances. 


In 1945 the High Court had held invalid a Commonwealth act to 
provide pharmaceutical benefits, and the language of that decision 
cast serious doubts on the validity of programs already in existence 
which provided maternity allowances, child endowment, and other 
benefits. This proposal was submitted to a referendum; it received 
favorable majorities in all six states and an over-all majority of 54.39 
per cent of all votes cast. 


Failure of the Amendment Process. The process of amendment by 
referendum has not been effective in adjusting constitutional powers 
in accordance with changing needs. Greenwood is most outspoken 
in his criticism: 

The almost unbroken sequence of negative votes upon amendments, many 
of which were essential for the efficient conduct of government in Austra- 
lia, has demonstrated that the bias of the referendum has been almost 
wholly against any alteration of the constitution, partly, no doubt, because 
of the necessity of securing the approval of a majority of the states as well 
as a majority of all the electors voting. ‘The Australian evidence supports 
the contention that there are many questions which are unsuitable for 
submission by referendum, more especially in a federation where excessive 
legalism often renders the proposed amendments unduly complicated ... . 
if proposals are limited to broad principles then the absence of details may 
render a verdict upon them meaningless, while if they are amplified to 
include detailed provisions they become too complex to be judged by a 
mass vote.... 


In Australia economic life as a whole is being integrated, yet constitutional 
divisions persist, which tend to nullify the action taken by any one govern- 
ment ... . the divisions which the constitution set up have been found 
hampering to effective government, while the methods of change which 
it supplied have proved unsatisfactory.’ 


It has been observed that no proposed amendment to the Austra- 
lian Constitution can be approved without the support of both major 


“? Federalism, pp. 104-5. See also Portus, of. cit., p. 47, and George Caiger 
(ed.), The Australian Way of Life (London, 1953), p- 97- 


CONSTITUTIONAL LIMITATIONS ON EXPENDITURES 65 


parties. But the Australian Opposition takes its duty seriously; in 
most cases it considers it one of its major obligations to oppose any 
move proposed by the Government of the day. Thus at times a 
party in opposition will oppose a constitutional amendment which 
it advocated when it was in power. This is not entirely illogical, 
since the party in power may add enough details to cause the amend- 
ment to work to its advantage and to the disadvantage of the 
Opposition. 

In summary, the amending process has not worked satisfactorily 
in Australia for three major reasons: (1) the prescribed procedure 
which requires a favorable vote in a majority of the states as well as 
an over-all majority; (2) “the bias of the referendum against altera- 
tion” noted by Greenwood; and (3) the tendency of the opposition 
party to oppose all amendments. 


EXPANSION OF PoWERS THROUGH JUDICAL INTERPRETATION 


Since federation, economic and military developments have been 
creating more and more problems which can be dealt with effectively 
only on a national basis. In many cases those problems lie outside 
the enumerated powers originally given to the Commonwealth. We 
have seen that the Commonwealth has not succeeded in gaining many 
powers through specific amendments. The widening and extension 
of powers through judicial interpretation have been more fruitful 
and more continuous. Many of the purposes for which the Com- 
monwealth spends money today are not included under, nor closely 
related to, any of the enumerated powers. In some cases the High 
Court has approved such expenditures specifically or by implication, 
but in many other cases the matter has not been brought before the 
Court—perhaps because there was no one to bring it. 


The Doctrine of a General Spending Power. As noted above, there 
has long been a question whether the Commonwealth has a general 
spending power, apart from and beyond the power to spend for the 
subjects enumerated in the Constitution. The problem was recog- 
nized even before federation, and many expenditures which could be 
justified only under such a doctrine have been made since the early 
days of the Commonwealth, e.g., maternity allowances. In 1929 a 
Royal Commission reported that “In practice the Commonwealth 
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has, it is said, always acted on the assumption that section 81 gives it 
an absolute power of appropriation for general purposes.”4* The 
matter came to a head before the High Court in 1945. In 1944 the 
Commonwealth Parliament had enacted a law to provide pharma- 
ceutical benefits to all without a means test. In order to assure 
orderly administration and prevent abuses, it had prescribed forms 
and procedures to be followed and established penalties for fraud 
and improper practices. The Attorney-General for Victoria brought 
suit to test the validity of the act, claiming that the Commonwealth 
had no constitutional power to appropriate money for such a purpose. 
He contended that the Commonwealth has power to spend money 
only for those subjects on which it may legislate and that Section 81 
conveys no power in itself. Attorneys for the Commonwealth relied, 
in part, on the Butler and Social Security cases in the United States 
as illustrating the power of Congress to spend for the general wel- 
fare, and contended that Section 81 conveyed a similar general spend- 
ing power. 

Although it was not essential for the determination of the case 
at hand, Mr. Chief Justice Latham considered the question of a 
general spending power at great length. He said that the Common- 
wealth Parliament “. . . has a general, and not a limited power of 
appropriation of public moneys . . . in the sense that it is for the 
Parliament to determine whether or not a particular purpose shall 
be adopted as a purpose of the Commonwealth.” He then cited a 
number of examples such as Antarctic explorations, medical research, 
literary grants and pensions, and subscriptions to international organi- 
zations. He continued: 
. . . the provisions of s. 81 can fairly be read as intended to mean that it 
is the Commonwealth Parliament, and not any court, which is entrusted 
with the power, duty, and responsibility of determining what purposes 
shall be Commonwealth purposes, as well as of providing for the expendi- 
ture of money for such purposes.** 

But these considerations held only when it was a question solely 
of appropriating money; if substantive legislation were involved 


** Report of the Royal Commission on the Constitution (Canberra, 1929), p. 140. 
See also Latham, op. cit., pp. 44-45. Sir John Latham was Chief Justice of the 
High Court from 1935 to 1952. 

“ The Attorney-General for Victoria v. The Commonwealth, 71 C. L. R. 254, 


256 (1945). 
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that was another matter, and such legislation was involved in the 
pending case. The Chief Justice continued: 


It does not follow that the Commonwealth, because it can, as it were, sub- 
scribe towards the support of what it considers to be worthy objects, can 
take legislative control of matters relating to any such objects in respect to 
which there is no other grant of legislative power. A company may have 
power to subscribe to a hospital or a football club without having power to 
conduct a hospital or to organize and control a football club. 


If the Pharmaceutical Benefits Act of 1944 were merely an appropriation 
of money, with safeguards against its wrongful use, it would be valid. But 
various provisions of the Act confer rights and impose duties. 


He concluded that the Pharmaceutical Act was invalid because it 


. is far more than an appropriation act; it is just the kind of statute 
which might well be passed by a parliament which had full power to make 
such laws as it thought proper with respect to public health, chemists, 
hospitals, drugs, medicines, and medical and surgical appliances.’® 


Mr. Justice McTiernan apparently went along with this line of 
reasoning. The other justices agreed that the Pharmaceutical Act 
was invalid because it was ultra vires for the Commonwealth but they 
evidently did not share the Chief Justice’s views on a general spend- 
ing power. Mr. Justice Dixon took a firm and definitive stand by 
saying that the Act was invalid on the simple ground that it did not 
fall within the powers enumerated in the Constitution. As already 
noted, this case led to the constitutional amendment of 1946 which 
gave the Commonwealth wide powers to spend for health and wel- 
fare purposes.”® 


* Ibid., PP. 256-57, 263 

The difficulties over pharmaceutical benefits were not all solved, however. 
Although the new amendment gave the Commonwealth control over a number of 
services and benefits, including pharmaceutical, it also specified that these should be 
provided “not so as to authorize any form of civil conscription.” The new Pharma- 
ceutical Benefits Act passed after this amendment became effective included a require- 
ment that all prescriptions, to be eligible for the benefits, had to be written on a 
prescribed form unless the patient otherwise requested. This requirement was ques- 
tioned, and the Court held that it did constitute a form of civil conscription in that 
it compelled a doctor “to practice his profession, in so far as the important element 
of writing prescriptions is concerned, in a particular way.” British Medical Asso- 
ciation v. The Commonwealth, 79 C. L. R. 251 (1949). 

Later the Liberal Government instituted another program of pharmaceutical 
benefits to cover the cost of the more expensive drugs. Experience under this pro- 
gram showed that there was a tendency for doctors to overuse these new and powerful 
drugs so that it was necessary to issue regulations restricting the use of certain drugs 
to certain diseases and to limit the number of times that a prescription could be 
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Apparently the question of a general spending power has not 
come before the High Court again, and it seems that professional 
opinion in Australia is that “at the present time a majority of the 
Court would adopt the restrictive view indicated by Dixon in the 
Pharmaceutical Benefits Case.”*7 


Surplus Revenue. One of the earliest problems solved by interpre- 
tation was that of surplus revenue. Section 94 of the Constitution 
required the Commonwealth to provide for “the monthly payment 
to the several States of all surplus revenue of the Commonwealth.” 
A Treasury official has testified: 


On the last day of each month we struck a rough balance of each account 
and every penny of the revenue money remaining in the Treasury, accord- 
ing to that estimate, was handed over to the States. That crippled the 
Commonwealth.*® 


It was, of course, impossible to operate any large budget on such 
a basis, and this was realized when the Commonwealth prepared to 
expand its defenses and to pay old age pensions. The Surplus Reve- 
nue Act 1908 was passed, setting up certain trust funds and providing 
that they should receive money which otherwise would become sur- 
plus. The High Court upheld the validity of the Act,’ and the 
same principle has been used continuously since that time. In recent 
years surpluses have been diverted to various funds; in 1952 it was 
the national Debt Sinking Fund; in 1953 it was the War Pensions 
Trust Account; in 1954 and 1955 it was the Debt Redemption Re- 
serve. Although appropriated to sinking funds or reserves, most 
of the surpluses of recent years have been used to make loans, through 
the Loan Council, to the states to finance their works programs. Thus 
through this change, imposed by the Commonwealth, the states now 
receive money as loans which they formerly received as gifts.”° 
refilled. Apparently there has been no litigation to determine whether these regu- 
lations constitute “civil conscription.” 

*T Letter from Professor Geoffrey Sawer, Australian National University, to the 
author, dated Oct. 29, 1957. 

1® Nicholas, H. S., The Australian Constitution (2nd ed.; Sydney, 1952), p. 162. 

%° New South Wales v. Commonwealth, 7 C. L. R. 179 (1908). 

*° Because of this peculiar handling of surpluses, the financial accounts of the 
Commonwealth, as usually presented, are deceptive. They never show more than 
a very nominal surplus; if one wishes to ascertain the true surplus for a given year, 


he will have to locate the special appropriation of surplus to some trust or sinking 
fund for that year. 
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Application of Old Principles to New Situations. Many of the prob- 
lem areas which have developed in recent years could not have been 
foreseen and allocated between the Commonwealth and the states 
at the time the Constitution was adopted. Where the new areas are 
closely related to subjects over which the Commonwealth has power 
to legislate, the Court has had little difficulty in ruling that the power 
of the Commonwealth covers the new situations. Thus it was ele- 
mentary logic for the Court to hold that the federal government’s 
power over “postal, telegraphic, telephonic and other like services” 
extends to radio broadcasting™* and that its power over trade and 
commerce among the states includes road transport” and civil 
aviation.”* 

The extension of federal powers has been facilitated by the basic 
rule of interpretation adopted by the Court in the Engineers’ Case.** 
There the Court held that the Constitution is an organism capable 
of growth and adaptation to advances in thought and science and 
that its language granting federal powers should be given a broad, 
liberal construction. Most of the new problems have developed 
because of economic integration and advances in transportation and 
communication. This means that they are essentially interstate or 
federal problems, and the Commonwealth Government has usually 
taken the initiative in attempting to deal with them; 1.e., the Com- 
monwealth has been the agency which has been making demands 
upon the Court for more powers. In this situation the Court’s rule 
of liberal interpretation has favored the extension of federal powers. 
As one writer has expressed it: “Since the Constitution specified only 
the powers of the Commonwealth and not State powers, this meant 
that the way was open for the expansion of Commonwealth power 
into fields which might fairly have been regarded as reserved to the 
States.””?5 

The defense power is a good example of a power which has been 
expanded enormously by interpretation and application. Two world 

” The King v. Brislan, 54 C. L. R. 262 (1935). 

»? Willard v. Rawson, 48 C. L. R. 316 (1933); The King v, Vizzard, 50 
C. L. R. 30 (1933); O. Gilpin Ltd. v. Commissioner for Road Transport (N. S. 


W.), 52 C. L. R. 189 (1935) ; Riverina Transport Pty. Lid. v. Victoria, 57 C. L. R. 
327 (1937). 

*° The King v. Burgess, 55 C. L. R. 608 (1936). 

** Amalgamated Society of Engineers v. The Adelaide Steamship Co. Ltd., 28 
C. L. R. 129 (1920). 

7° Ross Anderson, “The States and Relations with the Commonwealth,” in Else- 
Mitchell, of. cit., p. 98. 


70 PUBLIC EXPENDITURES IN AUSTRALIA 


wars have brought developments far beyond anything the framers 
of the Constitution could have envisioned. In time of war the de- 
fense power is extremely wide, giving the Commonwealth authority 
to make laws and regulations affecting almost every phase of life. 
In 1929 the Royal Commission on the Constitution held that “In 
time of war the Commonwealth Parliament may pass any law, or 
may give the Executive authority to make any regulation, which it 
considers necessary for the safety of the country” and that during 
World War I the Commonwealth “was, for practical purposes, a 
unified government.””® This is probably too strong a statement. A 
later opinion states that “in time of war the defence power will 
support almost any legislation and .. . the Court will not declare 
legislation invalid unless it appears to it that it is not capable of aiding 
defence.”** During World War II certain laws supposedly enacted 
under the defense power were held invalid where the Court could 
not see that they had any “real connection with defence.” 

The scope of the defense power varies greatly between war and 
peace, but the change does not occur suddenly. The High Court has 
recognized, and applied in many cases, the idea of a transitional stage 
in which the power tapers off as the economy returns to a peacetime 
basis. Under this concept the Commonwealth had to relax, and 
finally relinquish, many of the regulatory powers it had exercised 
during the war.?8 In 1947 rent and price controls fell under this 
ban; in the following year the voters rejected a constitutional amend- 
ment which would have allowed them to continue, and the field was 
left to the states. 

The scope of the defense power in time of peace is not clearly 
defined, and there have been few cases on it. A 1926 case sharply 
restricted the activities of the Commonwealth Shipping Board, but 
a 1935 decision allowed the Commonwealth to carry on limited 
commercial activities when they were auxiliary to, and facilitated, 
purely defense activities.°° The largest project in this field, which 
invokes both the defense power and the power to legislate for the 
Australian Capital Territory, is the Snowy Mountain Scheme. In 
1949 the Commonwealth started this extensive and costly project to 

*° Report of the Royal Commission on the Constitution, p. 120. 

*7 Douglas I. Menzies, “The Defence Power,” Else-Mitchell, op. cit., pp. 135- 
5° 4s Ibid., pp. 139-45. 

?° See Geoffrey Sawer, “Defence Power of the Commonwealth in Time of Peace,” 
Res Judicatae, V1 (1953), 214-23. 
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provide facilities for hydroelectric power and irrigation. The lengthy 
preamble to the Act cites the need for more adequate and reliable 
supplies of electric power for defense works and the A. C. T., and 
authorizes the Authority to generate power for these two purposes. 
Near the end of the Act a short section authorizes the Authority to 
sell any surplus power to a state or state authority.°° This latter 
purpose is, of course, the primary purpose of the project. Apparently 
there has been no court review of this Act. In many respects this 
undertaking is similar to the TVA in the United States, the consti- 
tutional basis for which has never been fully established.** 


Uniform Taxation. The wide, almost unlimited, taxing power of 
the Commonwealth and the way in which it has been used have had 
an effect upon the way in which expenditures are made and perhaps 
also upon their pattern and amount. Certainly they have contributed 
substantially to the financial predominance of the Commonwealth. 

During World War II the Commonwealth first asked the states 
to forego the levying of income taxes during the war in return for 
Commonwealth grants. When the states refused to agree, the 
Commonwealth proceeded to impose the plan upon them. The 
scheme included three separate acts—a Tax Act, a Tax Assessment 
Act, and a Grants Act. One section of the Tax Assessment Act gave 
the Commonwealth priority in the collection of taxes by prohibiting 
the payment of any state taxes until the Commonwealth taxes in 
respect to a comparable period had been paid. Section 5 of the 
Grants Act required the states to abstain from imposing income taxes 
as a condition of obtaining grants. 

The scheme was at once attacked by the states, but it was upheld 
by the High Court in language which indicated that it did not neces- 
sarily rest upon the defense power.*? Assuming that the Court’s 
decision gave it the power to retain the monopoly in peacetime, the 
Commonwealth did not repeal the scheme at the end of the war, but 
continued it indefinitely. In 1957 New South Wales and Victoria 
again brought suit, this time questioning the Commonwealth’s priority 
in tax collection and the right to use grants for this purpose. In this, 
the Second Uniform Tax Case, the Court held invalid the Com- 
monwealth’s priority in tax collections but upheld all other features 


*° Act. No. 25 of 1949. 

** See my paper cited in n. 5 above. 

*? South Australia, Victoria, Queensland and Western Australia v. Commonwealth, 
65 C. L. R. 373 (1942). (The First Uniform Tax Case.) 


72 PUBLIC EXPENDITURES IN AUSTRALIA 


of the scheme.** This case apparently settled the constitutional 
status of the scheme permanently. While the states won a minor 
victory, it was not enough to upset the scheme and there is practically 
no chance that any state will levy an income tax unless and until a 
different arrangement can be worked out with the Commonwealth. 


Supremacy of Commonwealth Law. The way in which the Court 
has interpreted Section 109 of the Constitution has also provided a 
means for extending Commonwealth powers. Originally the Court 
had held that there was no inconsistency between a federal and a 
state law unless it was impossible to obey both. But later the Court 
adopted the so-called “covering the field” test in which it is held that 
if it is evident that a federal law is intended “as a complete statement 
of the law governing a particular matter or set of rights and duties,” 
then any state law on the matter is inconsistent and therefore invalid. 
This has the effect of giving the Commonwealth full control over 
some subjects, legislative power over which was formerly shared 
with the states. 


Summary. The above are very brief descriptions of some of the 
ways in which the powers and spending activities of the Common- 
wealth have been expanded through interpretation. Any compre- 
hensive coverage would require a volume. Although at times in 
the past the Commonwealth has found its way blocked by constitu- 
tional obstacles, in a great many cases it has found a “loophole” 
through, or a “bypass” around, the obstacle. There still remain, 
however, several important defects in the constitutional framework, 
and constitutional progress should not depend primarily upon find- 
ing loopholes or persuading the Court to adopt a favorable and, at 
times, strained interpretation. 


AGREEMENTS WITH AND GRANTS TO STATES 


If it is impossible to obtain an amendment or to persuade the 
Court to adopt a favorable interpretation, there is still one other way 
in which the Commonwealth can extend its authority over a subject 
it wishes to control. Except for specific prohibitions in the Consti- 

** Victoria and New South Wales v. Commonwealth, reported in The Australian 


Law Journal, XXXI (1957), 369-93. See also G. Sawer, “The Second Uniform 
Tax Case,” ibid., pp. 347-52. 
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tution, the states have power to legislate on all matters falling outside 
the federal sphere. An obvious method for the Commonwealth to 
follow is to “buy” the necessary state legislation through a grant with 
conditions attached. This is likely to work well only in cases where 
there is considerable cost; in matters which involve mainly legislation 
with few expenditures it may not work so well. 

Since in financial matters the Australian states are especially de- 
pendent upon the Commonwealth, they are quite vulnerable to the 
use of this device. However, it has been used only to a moderate 
extent. One of its principal uses in recent years has been in con- 
nection with the housing program, but it has also been used for roads, 
War Service Land Settlement, the Joint Coal Board, and Rail 
Standardization. 

Questions have been raised concerning the scope of the power 
of the Commonwealth to make grants to the states under Section 
96 of the Constitution. For example, can the Commonwealth re- 
quire the states to use the funds for purposes for which the Common- 
wealth cannot make expenditures directly? As noted above, this was 
one of the questions presented in the Second Uniform Tax Case. In 
his opinion Mr. Chief Justice Dixon noted that the Court had pre- 
viously upheld road grants which required the states to use the funds 
to build and maintain roads.** Further, the Court had sustained 
grants which used the states “only as a conduit or an agency by which 
the moneys would be distributed” to certain individuals “in order to 
fulfil some purpose pursued by the Commonwealth and one outside 
its power to effect directly.”*° His conclusion was that the power 


** The case to which the Chief Justice referred was Victoria v. The Common- 
wealth, 38 C. L. R. 399 (1926). 

°° The Australian Law Journal, XXX1 (1957), 372. The case referred to was 
Deputy Federal Commissioner of Taxation (N.S. W.) v. W. R. Moran Pty. Lid., 
61 C. L. R. 735 (1939). That case was reviewed and upheld by the Judicial 
Committee of the Privy Council, 63 C. L. R. 338 (1940). In that case the Com- 
monwealth had used discriminatory expenditures to circumvent a constitutional pro- 
hibition against discriminatory taxation. In the 1930’s a Commonwealth-state 
agreement was made to assist wheat growers. A Commonwealth tax was levied on 
the flour produced by millers for domestic use, the proceeds to be granted to the 
states for distribution to the growers. (This was similar to the “processing taxes” 
levied in the United States by the original Agricultural Adjustment Act.) Tasmania 
produces very little wheat and so had few growers to benefit from the payments. 
Tasmanians protested against paying the tax to benefit growers in other states. The 
Commonwealth could not exempt the millers in Tasmania from the tax because 
Section 51(ii) prohibits discrimination between states. The solution was for the 
Commonwealth to make a special grant to Tasmania approximately equal to the 
flour tax paid and for the Tasmanian government to pay this to the millers, thus 
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conferred by Section 96 “is well exercised although (1) the State is 
bound to apply the money specifically to an object which has been 
defined, (2) the object is outside the powers of the Commonwealth,” 
and (3) that the conception of assistance to a state goes “beyond and 
outside subventions to or the actual supplementing of the financial 
resources of the Treasury of a State.”%® 

In expounding the logic of his conclusion the Chief Justice pointed 
out that the grants are not coercive; no state must accept them unless 
it so wishes. Hence the Commonwealth cannot force a state to do 
anything it does not wish to do. In a legal sense this is correct, but 
there can be no doubt that in a financial sense grants can be very 
coercive and in practice states often have no choice but to accept the 
grants and the conditions which go with them. 


SECTION 92 


Section 92 of the Constitution provides that trade, commerce, and 
intercourse among the states “shall be absolutely free.” It seems 
clear that the intention of the Section was to prevent the states from 
creating barriers against the free flow of goods in interstate com- 
merce. Before 1936 the Court’s position was that this provision did 
not bind the Commonwealth, but in that year the position was re- 
versed. Now it is held that all Commonwealth powers, even the 
defense power, are subject to the Section, which has proved to be 
the most controversial, the most enigmatic, provision of the Con- 
stitution. 


The history of the section is a conspicuous example of the pitfalls likely to 
be encountered by a rigid constitution in a changing world. No section in 
the Constitution has given rise to so much litigation or to so many and such 
persistent differences of judicial opinion. No other section is so obviously 
in need of alteration . . . the words “absolutely free” have attained some- 
thing like the sanctity of the Habeas Corpus Act." 


in effect canceling their tax. In its review of the case, the Privy Council pointed 
out that there is nothing in Section 96 to prevent the Commonwealth from making 
discriminatory grants to states. In these days of large grants and transfer payments, 
discrimination in expenditures may be more important than discrimination in taxa- 
tion. 

*° The Australian Law Journal, XXX (1957), 373-74. 

*" Nicholas, of. cit., p. 250. 
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On two occasions this Section has blocked major Commonwealth 
projects which would have had far-reaching economic consequences. 
The Australian National Airlines Act of 1946 created the Australian 
National Airlines Commission, gave it power to acquire aircraft and 
other property by compulsion, and authorized it to operate air lines. 
Once the Commission had established adequate service between two 
points, other licenses to operate on such lines were to end; in other 
words, the Commission was to have a monopoly as soon as it could 
handle the business. 

The High Court ruled that the Commonwealth had the power to 
create the Commission but did not have the power to give it a 
monopoly for two reasons: (1) exclusion of competition is not a 
system of regulation and hence is invalid; (2) the monopoly would 
curtail the freedom of interstate trade and thus violate Section 92, 
which protects interstate carriers as well as the users of the services 
of such carriers.*8 

In the second case, Section 92 proved to be a major obstacle to 
the nationalization of the banking system. The Banking Act of 1947 
gave the Commonwealth Treasurer wide powers to take over the 
trading (privately-owned) banks of Australia, the domestically owned 
ones by compulsion, the foreign-owned ones by negotiation.*® The 
banks attacked the Act on several grounds—that the Commonwealth 
did not have the necessary power, that the terms of acquisition were 
not just, and that the Act violated Section 92, among others. The 
High Court found that banking was a part of interstate commerce. 


°° Australian National Airways Pty. Ltd. v. The Commonwealth, 71 C. L. R. 29, 
59, 60, 61 (1945). 

°° Tn an interesting prelude to this Act the Commonwealth, under a Labor Goy- 
ernment, had attempted to accomplish nationalization by a more gradual process. 
Section 48 of the Banking Act of 1945 provided that, without the consent of the 
Commonwealth Treasurer, no state or local government might conduct its banking 
business with any trading bank, i.e., with any bank except the Commonwealth Bank. 
The City of Melbourne asked for exemption, was refused, and brought suit. The 
High Court held that Section 48 was not a proper exercise of the banking power of 
the Commonwealth in that it was not a general provision regarding banking but 
rather a discriminatory provision aimed at state and local governments, and inter- 
fered with the exercise of their constitutional powers. Melbourne Corporation v. 
Commonwealth, 76 C. L. R. 1 (1948). The view of the Chief Justice “was that 
discrimination in a Commonwealth law is an indication that the law is not an exer- 
cise of a Commonwealth power but a law with respect to the object of the dis- 
crimination; e.g., a State.” (Nicholas, of. cit., p. 196.) The Prime Minister was 
infuriated by this decision and decided to proceed at once with full-scale nationali- 
zation of the banks. 
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An injunction was granted and a number of sections of the Act of 1947 
were declared invalid. Latham, C. J., would have declared invalid cer- 
tain sections relating to just terms. “The majority went further and held 
the Act invalid, both because just terms were not provided and because 
S. 92 was infringed.*° 


This case was appealed to the Privy Council, which affirmed the 
decision of the High Court.*? 

In addition to these two cases, Section 92 has been a major obstacle 
to the enactment of marketing agreements, the regulation and taxa- 
tion of road transport, and in many other fields. It is the outstanding 
example of a constitutional provision which cannot be circumvented 
by Commonwealth-state agreements, since it is binding on both. In 
certain situations this creates a “no-man’s land” where neither can 
legislate. As Mr. Menzies put it in arguing one case for the Com- 
monwealth: 


If the Commonwealth cannot control inter-State trade and commerce to 
the extent illustrated by the act immediately in question, then it is clear 
that the States cannot control it. If neither the Commonwealth nor the 
States can control that element the control of marketing in Australia is 
impossible. The result would be that the totality of legislative power in 
Australia will prove to be less than the totality of power in other civilized 
countries. *? 


CoNCLUSION 


In various and tortuous ways the Commonwealth has extended 
its powers to engage in activities and to make expenditures far be- 
yond the limits ostensibly set in the original Constitution. The 
process illustrates the difficulties involved and the expedients which 
must be used if a rigid, written constitution is to be adapted to 
changing circumstances. In Australia the difficulties have been ac. 
centuated by the inherent need for flexibility, by many economic and 


“° Nicholas, of. cit., p. 205. The case was Bank of New South Wales v. Com- 
monwealth, 76 C. L. R. 1 (1948). 

“ Bank of New South Wales v. Commonwealth, 79 C. L. R. 497 (1949). 

“Quoted in Greenwood, Federalism, p. 147. In 1957 the High Court moved 
toward a solution of one element of this impasse; it held valid a tax levied by Vic- 
toria on both intrastate and interstate road transport. Surprisingly enough, however, 
the Chief Justice stated that such taxation could not provide for any contribution by 
interstate commerce to capital expenditure on roads. Armstrong v. Victoria, 1957 
Argus Law Reports, 889. 
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political rigidities, and by the legalistic way in which the Constitution 
has been interpreted. 

In a young and rapidly-developing country such as Australia 
there is a need for the greatest possible amount of flexibility. Almost 
by definition, there will be great changes in economic and political 
conditions. Governments should be free to act quickly to meet 
developing problems by legislation and, in many cases, by financial 
assistance. In the economic field it should be possible to reallocate 
economic resources as conditions change and production shifts from 
one field to another. 

Over against this urgent need for flexibility there are many 
economic and political rigidities in Australia. By tradition the people 
have come to look to the government to assist them and to protect 
their rights—perhaps to give them “privileges.” Various groups 
expect and demand price supports, a basic wage as high as the em- 
ployer is able to pay (automatically adjusted for price changes), 
tariff protection, limitations on hours and the work load, bounties 
and subsidies, protection from competition, pensions, health and wel- 
fare benefits, and special consideration for trade union policies which 
are static, restrictive, and rigid. Once a group has gained one of 
these concessions it wants the terms “spelled out” in detail, written 
into law, and a board or commission appointed to administer them. 
This means a great mass of detailed, specific legislation and many 
specialized institutions, all of which are resistant to change. 

On the political and governmental side there are other rigidities. 
There are a written and rigid constitution and a rigid division of 
powers between Commonwealth and the states—both of which factors 
are, to some extent, inherent in a federal state. The policy of pro- 
tecting the status quo has been an important factor in causing the 
people to reject a great majority of the constitutional amendments 
which have been proposed. Although generally favoring the exten- 
sion of federal powers at the expense of state powers, the courts have 
been inclined toward a rigid interpretation of the Constitution, espe- 
cially of Section 92. State and Commonwealth budgets have lost 
much of their flexibility because large portions of them have been 
pre-empted by programs which require fixed and/or increasing pay- 
ments, such as interest; health, welfare, and repatriation benefits; 
railroad losses; and unprofitable developmental programs. There 
is a complex and rigid structure of federal-state financial relations, 
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crystallized and embodied in the Loan Council, Uniform Taxation 
and the reimbursement grants, the Commonwealth Grants Commis- 
sion, and various special agreements. 

There is perpetual conflict between the desire for security and 
protection on the one hand and the essential conditions for progress 
and development on the other. In many respects the Australian 
people have shown a commendable willingness to pioneer and to 
experiment. Many groups, however, have demanded that their 
benefits from that pioneering be rigidly defined and protected. As 
conditions change and economic development alters its nature and 
course, these hostages which have been given to the future become 
obstacles to further development. 














The Budgetary Process 


PuBLIc EXPENDITURES are planned, authorized, executed, and re- 
viewed by human agents. Further, in most budgetary systems there 
are certain individuals and groups who occupy strategic positions and 
play a dominant part in shaping and administering budgets. Because 
of the huge size of budgets, the large number of people involved, 
and the complex procedure followed, these facts are often overlooked 
or forgotten. It is the purpose of this chapter to examine the budge- 
tary process in Australia, with primary emphasis on an effort to 
identify the principal people or groups who determine policies and 
make decisions with respect to expenditures. 

By way of preview and orientation, it may be well first to sketch 
briefly a few of the major features of the process. Only a few of the 
steps in the budget process are authorized and defined by constitu- 
tional provisions or statutes; in the main the budget rests upon cus- 
tom, tradition, and precedent. There is no special agency to prepare 
and administer the budget nor is there any group of civil servants 
assigned to full-time budget work. Estimates are assembled and 
screened by treasury employees temporarily assigned to the work. 
The Treasury’s position with respect to the budget is weak because 
it does not have an adequate staff and because Cabinet Ministers are 
not required to submit proposals for new spending programs to the 
Treasury for study and investigation. 

Perhaps the Cabinet plays the most important role in shaping 
budgetary policy and the Cabinet is likely to be dominated by a 
few ministers with strong personalities. In accordance with British 
practice and tradition, Parliament has very little power to influence 
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or alter the budget once it has been formulated, unless it wishes to 
overthrow the Government, since the budget is usually made a matter 
of confidence. Parliament makes almost no use of committees in its 
deliberations on the budget. 

Once Parliament has approved the budget, there are very few 
provisions for supervising or controlling its administration. A Com- 
mittee of Public Accounts and the Auditor-General report on various 
phases of the administration of expenditures but there is no sys- 
tematic procedure whereby Parliament studies and acts upon those 
reports. 


CONSTITUTIONAL AND STATUTORY PROVISIONS 


The budget, as such, is neither authorized nor recognized by any 
constitutional or statutory provision. There are a few disconnected 
provisions in the Constitution which deal with some steps in the 
budget-making process. In a few cases these have been supplemented 
by statutes, but in general budgetary procedure is governed by cus- 
tom, tradition, regulation, and precedent. 


Procedure in Parliament. Section 56 of the Constitution provides: 


A vote, resolution, or proposed law for the appropriation of revenue or 
moneys shall not be passed unless the purpose of the appropriation has in 
the same session been recommended by message of the Governor-General 
to the House in which the proposal originated. 

Section 53 provides that appropriation measures “shall not originate 
in the Senate” nor may the Senate amend “proposed laws appro- 
priating revenue or moneys for the ordinary annual services of the 
Government.” The Senate may suggest amendments to the House, 
which may accept them, modify them, or reject them as it sees fit. 
Not only must appropriation bills originate in the House, but by 
long-established tradition they must come from Government mem- 
bers of that body. Private members may not even propose amend- 
ments, and before the minister in charge of the bill can move 
amendments “he must fortify himself with an additional message 
from the Governor-General.”* 


*From a statement by former Prime Minister Scullin, quoted in L. F. Crisp, 
The Parliamentary Government of the Commonwealth of Australia (New Haven, 


1949), p. 168. 
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These provisions give the Government of the day a firm control 
of the initiative in money matters and emphasize the dominance of 
the House over the Senate in such matters. There are, however, 
important exceptions to that dominance. In 1930/31 a hostile Senate 
blocked the plans of the Labor Government for the program of 
deficit spending by refusing to agree to amendments to the Com- 
monwealth Bank Act which might have provided a method of 
financing such a program. Further, Crisp notes: 


Whenever in the history of the Commonwealth the Senate has stuck fast 
to the “requests” it has made to the House of Representatives regarding 
the amending of particular Money Bills, and has repeated them after their 
first rejection, the latter House has, without admitting the constitutionality 
of such persistence by the Senate, conceded the immediate point at issue. 
So, contrary to the intention of . . . the Founding Fathers, . . . the Senate, 
when thoroughly determined can in practice apparently force amendments 
to Money Bills upon a House of Representatives unwilling to insist on a 
double dissolution . . . .? 


A Committee of Public Accounts was established in 1913, but 
was abolished in 1932 as an economy measure in order to save about 
£3,000. A new committee was authorized in 1951 and appointed in 
1952. It is a joint committee and is charged with the following 
duties: (1) to examine the accounts of receipts and expenditures and 
the reports of the Auditor-General; (2) to bring to the attention 
of Parliament any items in those documents which it thinks should 
be considered, together with its recommendations; (3) to recom- 
mend changes in the forms of public accounts and in the methods of 
handling public money; (4) to examine any questions relating to 
public accounts which are referred to it by Parliament. 

The Committee has been active and has made a number of de- 
tailed studies of various aspects of Commonwealth expenditures. It 
transmits to the Treasurer a copy of each of its reports, and the 
Treasury studies those reports, consults with the departments af- 
fected, and prepares a minute which indicates whether it agrees or 
disagrees with the Committee’s recommendations and what action 
has been taken or is contemplated. The Committee has done good 
work but it has been more concerned with detailed practices affecting 
expenditures than with the larger aspects of expenditure policy. It 
has concentrated on such things as the diversion of funds by depart- 


* Ibid., pp. 182-83. 
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ments from the purposes specified in the estimates and with criticisms 
of the judgment of departmental heads on small matters; it has 
not addressed itself to the wisdom of projects and programs which 
involve large amounts of expenditures. On the other hand, as one 
high official of the Treasury pointed out, it has strengthened the 
hand of the Treasury in that the fear of an investigation by the 
Committee has made the spending agencies more careful in the 
preparation of their estimates and in using their funds in accordance 
with the specifications of the appropriation. 


Other Provisions. Section 54 of the Constitution prohibits “tacking” 
or the use of “riders” by requiring that appropriation bills deal only 
with appropriations. Section 83 prohibits the drawing of money 
from the Treasury “except under appropriation made by law.” On 
the matter of auditing and reporting, the Constitution was vague and 
indefinite; Section 97 required the Commonwealth to observe the 
law of the state in which the transaction was carried out “until the 
Parliament otherwise provides.” Parliament very soon provided 
“otherwise” by passing the Audit Act, which provided for the ap- 
pointment of an Auditor-General responsible to Parliament and 
established systems for the collection, safe-keeping, and disbursement 
of public money. Among other things, this Act provides (Section 36) 
that appropriations not spent by the end of the fiscal year shall lapse 
except in the case of money to be spent outside the Commonwealth. 
In practice, it has been the custom to set aside certain amounts at the 
end of the year into suspense or sinking funds to cover accrued in- 
terest, salaries, and wages. Other provisions of the Act are noted 
below in the section dealing with auditing and reporting. 


Facrors AFFECTING PARLIAMENTARY CONTROL OF EXPENDITURES 


The above are the principal specific provisions which have been 
made for handling budgetary matters. Crisp observes that “the 
core of the relationship between Executive and Legislature is money” 
and points out that in the first forty-five years of the Commonwealth, 
over half of all bills passed were concerned with finance and that 
“A further proportion of legislation has an appropriation aspect 
requiring . . . the formal message of request from the Governor- 
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General.”* In the British tradition, one of the most important 
elements of democracy in Australia is the close parliamentary control 
over the annual expenditures of the government. “The power of 
the purse is, after all, the final hold of the Parliament and, through 
it, of the people over their Government between elections.”* Over 
the years there have been many developments which have affected 
that relationship, several of them having the effect of diluting or 
weakening the control of Parliament. 


Financial Practices. Crisp observes that “the development of certain 
federal aspects of the country’s finances has also withdrawn from 
Parliament to Premiers’ Conferences, Loan Council, National Works 
Council and Grants Commission the substantial and crucial decisions 
regarding a large sector of loan and expenditure policies.”° Jay 
describes several other qualifications applying to the control of 
annual expenditures by Parliament: (1) The budget is usually not 
presented until August or September; for the first quarter of the 
fiscal year, which begins July 1, expenditures are made under a 
Supply Bill which Parliament usually passes in June. (2) In recent 
years there has been a great increase in Special or Statutory Appro- 
priations which make money available “outside the annual appropria- 
tions, not for one year but for every year until the Act is amended or 
repealed.” These correspond to “permanent” appropriations in the 
United States. In the beginning they were used for such things as 
interest on the debt, judges’ salaries, and public-service pensions. At 
present they include, in addition, grants to the states, social security 
benefits, war pensions, and other items. Their total is now more than 
half of all appropriations. (3) The Surplus Revenue Act permits 
surplus revenues of any year to be diverted into trust funds and spent 
for various purposes over a number of years. (4) The blanket 
appropriation, “Advance to Treasurer,” is a type of a contingency 
fund to cover unforeseen situations and underestimates. The 
Cabinet allocates these funds, reports to Parliament, and secures 
approval after the expenditures are made. In recent years this fund 
has amounted to about £15 million, or about 1.5 per cent of total 
expenditures. (5) The Auditor-General, with the permission of the 
Governor-General, can transfer funds from one subdivision of a 
* Ibid., pp. 167, 182. 


“Ibid., p. 164. 
* Ibid., p. 164. 
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division to another and can use recoups of previous years’ expendi- 
tures for current expenditures.® 


Executive Discretion. In general, as Jay points out, these qualifica- 
tions refer to very small amounts, or they do not apply to the ordi- 
nary business of government, for which the executive must still look 
to the annual votes. Perhaps a more important impairment of 
parliamentary control over expenditures is the power of the executive 
to make commitments without parliamentary authorization. Under 
governments like that of Australia the executive generally has this 
power, which is in sharp contrast with the situation in the United 
States. In a recent report the Committee of Public Accounts ex- 
pressed concern over this practice, although it recognized that the 
executive must have some freedom to contract and make commit- 
ments. It said in part: 


The Constitution, however, does not forbid the Executive from entering 
into commitments without the Parliaments approval [italics in original ] 
or before approval of the consequent expenditure is obtained. It is legally 
practicable for the Executive to enter into commitments, otherwise within 
its powers, which, when they fall due, will absorb the whole of a year’s 
expenditure. The Parliament would, in that case, be faced with a fait 
accompli and it would have no option but to approve the expenditure of 
the funds required unless it was prepared to involve the Executive in 


default.’ 
This power of the executive has been confirmed by an opinion of the 
Acting Attorney-General. 

This problem is common to many governments. When budgets 
are large and expenditure programs complex and diverse, there are 
many factors which force a government to make commitments, ex- 
plicit or implicit, which extend far beyond a single year. The long 
“Jead time” which must elapse between contract and delivery in the 
case of a complex defense weapon is an outstanding example. In 
some cases rapidly changing conditions and the necessity for speed 
may make it impracticable to secure parliamentary approval for each 
project. In Australia these difficulties are accentuated by the fact 
that Parliament does not usually enact appropriations until about 
three months after the fiscal year has started. In the meantime 

* Robert Jay, “Passing the Budget,” The Australian Accountant, XXV (1955), 


284-85. 
* 8th Report of the Joint Committee of Public Accounts (1954), p. 13. 
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departments must operate under the “Supply Vote,” which does not 
contain authority for starting large new projects. In the United 
States the device of “contract authorization” was used extensively at 
one time, but it has fallen into disfavor. Probably no government 
has found an entirely satisfactory way of applying the traditional 
institutions of democracy to these modern conditions. 


Public Service Board and Arbitrator. These two agencies do not 
participate directly in making the budget, but they have important 
effects upon expenditures and tend to weaken still further the im- 
mediate control of Parliament over annual expenditures. The Public 
Service Board has the duty of establishing positions, recruiting and 
training personnel, promoting efficiency, classifying personnel, and 
establishing rates of pay. It has no power to appropriate money, 
but its action in establishing positions and rates of pay has considerable 
effect upon the amount the Commonwealth pays in wages and salaries. 

The Public Service Arbitrator is an unusual and powerful official; 
he applies the Australian system of wage and salary arbitration to 
the public-service employees of the Commonwealth. (There are 
similar agencies for state employees in each of the states.) He is 
appointed for a term of seven years, is eligible for re-appointment, 
and can be removed only for cause. It is his duty to “determine all 
matters submitted to him relating to salaries, wages, rates of pay, 
or terms or conditions of service or employment of officers and em- 
ployees of the Public Service,”® and employers and employees in the 
public service are required to comply with his decisions. In arriving 
at his determinations he is not restricted to specific claims made “or 
to the subject matter of the claim, but may include .. . any matter or 
thing which [he] thinks necessary in the interest of the public or of 
the Public Service.”® Until 1952 no decision of his could be “chal- 
lenged, appealed against, reviewed, quashed or called in question, or 
be subject to prohibition or mandamus, in any court on any account 
whatever.”2° In 1952 provision was made for appeal to the full 
Arbitration Court in certain cases. 

The Arbitrator may make determinations not in accord with 
Commonwealth law or regulations. In such a case he must send 
copies of his decision to the Prime Minister and the Attorney-Gen- 
eral, calling attention to the conflict or possible conflict. The matter 


° Public Service Arbitration Act, Sec. 12. 
® Ibid., Sec. 17. *° Tbid., Sec. 20. 
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must then be laid before Parliament, which within 30 days may by 
resolution disapprove the determination. Otherwise, at the end of 
30 days it will have full force and effect “notwithstanding the pro- 
visions of any law or regulation of the Commonwealth.” 

These provisions mean that the immediate control over the 
largest element in the budget—wages and salaries—is taken away 
from Parliament and the Executive and bestowed upon a semi- 
judicial agency. It is true that Parliament has the power to disallow 
the decisions of that agency, but it is very reluctant to use that power 
and has done so in only a very few cases.*? It is a common complaint 
among state treasurers that awards of wage boards frequently upset 
their budgets and cause deficits. 

The Commonwealth Arbitrator has interpreted his powers broadly 
and at times has gone beyond wages and salaries to make decisions 
concerning such things as systems of classification and promotion. 
Crichton holds that the system as a whole has been satisfactory, but 
he notes several criticisms. First, industrial authorities and the 
Arbitrator have tended to look to each other for leads in fixing rates 
of pay. “The translation of increases granted in one jurisdiction into 
another has tended to produce a leap-frog process, resulting in pro- 
gressive increases, some of which are perhaps not justified on work- 
value grounds.” Second, the Arbitrator has refused to confine his 
determinations to an upper salary limit but has given awards exceed- 
ing the level of salaries fixed by Cabinet for permanent heads of 
departments. These latter then had to be reviewed, “so that, in 
effect, the Arbitrator has indirectly influenced salaries which have 
never been before him for determination.” Third, the Arbitrator 
should not have power over questions which interfere with adminis- 
tration, such as the manner in which work is to be done, the number 
of employees to do it, and conditions of promotion and advancement.” 

The powers involved here are among the most important adminis- 
trative powers exercised by the executive. The executive’s control 
over them has been seriously impaired by the powers given to the 
Arbitrator. Among other things, this arrangement constitutes one 
of the elements of rigidity or inflexibility mentioned in the previous 


‘For a comprehensive discussion of this matter see the three articles by E. E. 
Crichton on “The Development of Public Service Arbitration” in Public Adminis- 
tration (Sydney) for June, September, and December, 1956 (Vol. XV). 

* Ibid., pp. 332-33> 
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chapter and amounts to a “built-in” system of expenditure increases 
in periods of inflation. 


The Caucus. Perhaps it would be well to close this section with a 
brief mention of a powerful, but extralegal, institution which un- 
doubtedly has an effect on budgetary policies. From its beginning 
the Australian Labor Party has imposed a strict discipline upon its 
members, largely through the party caucus. The Labor candidate 
for office must take a pledge to carry out the party platform and 
“especially on questions affecting the fate of a Government, to vote 
as a majority of the Labour Party may decide at a Caucus meeting.” 
Further, “the parliamentary party selects members of a Labour 
Cabinet by exhaustive ballot (leaving to the Prime Minister only the 
task of allocating portfolios amongst those selected).”'* Caucus 
meetings are held regularly, and decisions are binding on cabinet 
members, although of course the Prime Minister, as party leader, 
has an important influence in shaping decisions. This strict party 
control has been an important factor in the strength of the Labor 
Party, but at the same time it has been one of the causes of the de- 
fection of several top party leaders and has increased the bitterness 
associated with such defections. The other parties, also, have used 
the caucus, partly as a defense against Labor’s aggressive tactics, but 
they have not used it so extensively nor so rigorously as Labor. 

Crisp defends this arrangement as democratic in that it keeps the 
party leaders answerable to the rank and file party members. At the 
same time he points out that two of the weaknesses of the Labor 
Party are that some of its best leaders have defected because of “the 
gaps which almost inevitably develop between the Labour-man-be- 
come-Minister and the rank-and-file of Caucus and of the Party in 
the electorate” and the traditional Labor “suspicion of the intellectual 
and the expert.”?® Perhaps one reason that the gaps developed was 
that the ministers had to work within policies set by men who did not 
appreciate the problems a minister must deal with and who are dis- 
trustful of the very attributes which qualify a minister for his job. 
Government by caucus is either unnecessary or it is government by a 
minority of Parliament.’*® 

** Crisp, op. cit., p. 101. 4 Tbid., p. 198. 

** [bid., pp. 109, 112. 

*° For a further consideration of the caucus see Alexander Brady, Democracy in 


the Dominions (2d ed., Toronto, 1952), pp. 180-83, 222. His conclusion is: “In 
Labour parties, notably in Australia and New Zealand, the caucus may dominate 
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Tue Bupcetr Cycie 


The major steps involved in preparing, considering, enacting, and 
administering the budget in Australia are much the same as in other 
countries with the same form of government. The cycle is initiated 
by a Treasury circular calling for estimates and giving instructions 
for their preparation. Usually there is no formal consideration by 
the Cabinet to set budget policy in advance of this notice; in difficult 
cases there may be several informal sessions of the Cabinet to con- 
sider budget prospects. In most cases the Secretary of the Treasury" 
sets the general line to be followed and passes the word on to his 
subordinates. Other Treasury officials and heads of spending agencies 
then get the word as to how tight or easy budget policy is likely to 
be. An Assistant Secretary of the Treasury then prepares the advance 
notice, which is usually formal and routine, giving very little policy 
guidance. 


Treasury Screening. When expenditure estimates are received by 
the Treasury from the spending agencies, they are divided according 
to agencies and are given a preliminary screening by Treasury staff 
members working in four groups, each under a senior official. One 
of the groups considers revenue estimates. Two of the senior officials 
prepare the statements which accompany the budget. 

In the Treasury there is no budget bureau or other group which 
devotes its full time to the budget. The staff members who do the 
preliminary screening are taken from other duties during the three 
or four months while the budget is being prepared and are then 
returned to their regular duties. 

After this preliminary screening, the estimates are assembled and 
considered by the Secretary of the Treasury and his staff. This group 
may attempt to reduce the estimates further and present to the 
Cabinet a recommended figure, or, if there are great difficulties, it 
may present a contingent figure and recommend reductions. In the 
the ministers, force decisions upon them, determine their policy, and hamper their 
independence of manoeuvre. It may also at times devitalize parliamentary discussion 
and reduce it merely to the sanctioning of what already has been settled behind 
closed doors. But in this matter it does little more than accentuate what the cus- 
tomary discipline of every modern democratic party imposes” (p. 509). 

*7 The Secretary of the Treasury is the permanent administrative head of the 


Department; he is subordinate to the Commonwealth Treasurer, who is the Minister 
in charge of the Department. 
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latter case, depending on the time available, the Cabinet may instruct 
the Treasury to work out reductions with the departments concerned, 
or it may order the Treasury to make the reductions itself. As one 
Treasury official expressed it, “When the time is limited, reductions 
can be made more quickly by the Treasury alone, but it is rough while 
it lasts.” 

The same official observed that it is difficult to say how the 
Treasury makes decisions about the budget; they vary greatly from 
one kind of decision to another and from time to time. Personalities 
are important and may dominate the deliberations. The process is 
different for the routine departmental budgets and for capital items. 
Even after the event, it is not always possible to say just how a given 
decision was reached. ‘This official was more disturbed by the way 
in which decisions are made than by the decisions themselves. 


Cabinet Action. When the Treasury has finished its work, the budget 
goes to the Cabinet, which then considers it in a series of meetings 
lasting usually about a fortnight. Here the budget is given final 
shape. In these deliberations it is usually the Treasurer, with varying 
amounts of support from the Prime Minister (sometimes the Prime 
Minister is also the Treasurer), against the balance of the Cabinet. 
The Treasurer is usually pressing to hold the line or to make further 
reductions, while the individual Cabinet members are striving for 
additional money for their favorite projects. Only rarely do other 
Cabinet members support the Treasurer against their colleagues; on 
the contrary, there is much “back-scratching” and “log-rolling” in 
which Cabinet members trade support for their measures. 

At this stage the budget, like all other party measures, is kept 
strictly secret. Frequently the general outlines of the budget may 
be discussed in caucus immediately before it is presented to Parlia- 
ment; very rarely the caucus may force a change, but that is 
exceptional. 


Action in Parliament. Usually late in August or early in September 
the Treasurer delivers the budget to Parliament. Technically, it is 
delivered to the whole House sitting as the Committee of Supply. 
The following is a good description of what follows: 

The Treasurer reads the Budget speech, submits papers containing ac- 


counts, estimates, and any other material he chooses to place before the 
House, and moves that the first item on the Estimates be agreed to. Days 
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of debate follow, usually of the most disjointed and often of the most 
parochial sort, since Members are at liberty to wander over the whole 
range of public affairs. “This discussion is, however, an important part of 
the democratic process. “The Opposition commonly moves, by way of 
formal censure, that the amount of the first item of the Estimates be 
reduced by £1. The Budget is finally adopted by rejection of this amend- 
ment and the carrying of the Treasurer’s motion. Further days (and 
often entire nights) are then immediately spent in considering the Esti- 
mates, which are dealt with and passed, with or without debate, Depart- 
ment by Department. Again debate is wide-ranging and disjointed. The 
old British Parliamentary practice of airing grievances before voting supply 
is very much in evidence.*® 


In one recent year the House, in Committee, spent thirty-seven 
hours debating the budget and forty-one hours debating the estimates. 
With these matters out of the way, the Committee rises, and the 
House formally passes the Supply Resolution. It then sits as the 
Committee on Ways and Means and adopts the Ways and Means 
Resolution, which is then enacted by the House. Only then is the 
Appropriation Bill formally enacted. Later Parliament passes the 
necessary tax, loan, and grant legislation to round out the budget. 

Parliament debates at great length, but it usually ends by enacting 
the proposals exactly as presented by the Treasurer because the 
Cabinet makes the budget a matter of confidence and will accept 
few, if any, changes. Further, as noted above, individual members 
of Parliament are not permitted to propose changes in appropriations. 

It will be noted that the above procedure makes no use of com- 
mittees, except for the two Committees of the Whole which are 
merely the House sitting in different capacities. This is characteristic 
of the Australian Parliament, which has relatively few standing 
committees. With respect to the budget, “public debate by a large 
body of men does not enable sufficient scrutiny to be made of expendi- 
ture proposals. It is an effective way of considering the budget as 
a whole, but not of examining the efficiency of a particular depart- 
ment or the wisdom of a particular project.”?® Suggestions of this 
kind have led to the revival of the Committee of Public Accounts 
and have brought forth many recommendations for an Estimates 
Committee which could make an orderly and systematic study of 
the estimates while they are before the House. To be effective, 
however, such a change would have to be accompanied by some pro- 


*® Crisp, of. cit., p. 166. *° Jay, op. cit., pp. 285-86. 
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cedure whereby the committee could get its recommendations before 
the House without depending upon their acceptance by the Minister 
in charge of the Bill. 


Budget Administration. Once approved by Parliament, the Austra- 
lian Budget is practically self-administering. The Auditor-General 
can approve limited transfers within a division, and the Cabinet can 
allocate funds from the account “Advance to Treasurer.” Beyond 
the accounting controls exercised by the Treasury and the Auditor- 
General, there is no agency to supervise the timing of expenditures, 
to make allocation of funds, or to police the spending agencies. 
Quarterly the Treasurer sends to the Auditor-General a statement 
of the funds likely to be required during the next quarter, classified 
roughly by division and purpose. If the Auditor-General finds that 
the funds requested are legally available he approves the statement 
and sends it to the Governor-General for countersignature. The 
statement then functions as a warrant for the withdrawal of funds. 


Auditing and Reporting. The Commonwealth Treasurer is required 
to make brief monthly and semiannual reports of receipts and 
expenditures. After the close of each fiscal year he is required to 
make and transmit to the Auditor-General “a full and particular 
statement in detail of the expenditure” from the various funds under 
his control. The Auditor-General must then “examine such statement 
and prepare and sign a report explaining such statement in full” 
and supply certain other information. He then transmits the report 
to Parliament, together with such other information, criticisms, and 
recommendations as he thinks proper. He is specifically empowered 
to make recommendations for the improvement of methods of col- 
lection and payment of public funds and “the mode of keeping public 
accounts and generally report upon all matters relating to the public 
accounts, public moneys and stores, and such plans and suggestions 
shall be considered and dealt with by the Treasurer.””° In addition, 
the Joint Committee of Public Accounts makes intensive investiga- 
tions and studies of particular agencies and financial practices of the 
government with special emphasis on the methods used. Parliament, 
however, does not provide in its standing orders for thorough con- 
sideration and discussion of these reports. 

It is not feasible here to consider the budgetary practices of the 
states, but in broad outline they are much the same as that described 

°° Audit Act, Sections 49-54. 
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above. In fact, in setting up its financial organization, the Common- 
wealth drew heavily upon state practices, particularly the practices 
of Victoria, in which the federal government was originally located. 


Poricy Maxine 


In the budget process, who really makes policy with respect to 
expenditures? What person or group has the final authority to 
determine the volume and pattern of public expenditures? Obviously 
there is no simple and easy answer to these questions. In a matter 
which affects the whole nation and in which many people and groups 
are involved, there is no single person or group which has final and 
absolute power. One generalization can be made at the beginning: 
in the cabinet form of responsible government which prevails in 
Australia, there is a greater concentration of immediate power to 
shape the budget than is found in a country such as the United States, 
where there is a sharp division of powers between the executive and 
the legislature. In both forms the legislature, in theory, has final 
and complete power to authorize expenditures, but in the United 
States the legislature, in practice, has a much greater opportunity to 
modify the budget proposals of the executive. 

The observations which follow are based largely on interviews 
with many people in Australia, including individual members of 
Parliament, high Treasury officials, and Cabinet Ministers. In 
nearly all cases these individuals gave their opinions quite frankly 
and freely; to protect them from possible embarrassment it seems 
best that they should not be specifically identified. Among this group 
one opinion was so general—almost unanimous—that it should be 
stated and emphasized here. At whatever level of consideration, 
but especially in the Cabinet, personalities are the most important 
factor affecting expenditures. Undoubtedly this is partly due to the 
fact that the groups involved are small so that “everybody gets to 
know everybody else,” and strong personalities quickly stand out. 

In this section a brief examination will be made of the influence 
on expenditures exercised by each of the following people or groups: 
(1) civil service personnel; (2) the Treasury; (3) the Cabinet; (4) 
individual members of Parliament; (5) the Committee of Public | 
Accounts and the Auditor-General; and (6) the public. In this 
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examination it may be well to distinguish at times between ordinary 
expenditures for operations and maintenance on the one hand, and 
on the other hand large projects such as capital expenditures and 
new programs. 


Civil Service Personnel. Government employees perform all of the 
routine work on the budget, some of them participate in policy de- 
cisions, and all of them have a vital interest in the size of the expendi- 
tures. Certain senior employees who hold responsible positions may 
exert considerable influence on budget decisions because department 
heads and Ministers rely on their experience and judgment. This 
influence depends upon their status and ability as individuals and not 
upon their membership in the civil service. Probably their opinion 
is more likely to be solicited and accepted on operational matters 
than on matters of high policy. On the other hand, civil employees 
as a whole constitute an interest or pressure group. Through their 
organizations they can maintain pressure for higher salaries and per- 
haps for more positions. Through the Public Service Arbitrator they 
can obtain decisions which, unless disallowed by Parliament, will 
have the effect of law in giving them higher salaries and better 
conditions. 

In these various ways civil servants, while they have no pre- 
scribed role in the budget-making process, probably exert a fairly 
considerable effect on the level of public expenditures. That influ- 
ence would almost always be exerted in the direction of higher 
expenditures, since it would rarely be to their advantage to bring 
about a reduction. 


The Treasury. The Treasury performs the first screening of the 
estimates and is therefore in a position to exert a considerable influ- 
ence on the level of expenditures. In some countries (e.g., Canada 
and England) the Treasury is a major factor in shaping expenditure 
policies. In Australia the Treasury has substantial influence; the 
Commonwealth Treasurer, who heads the department, is usually one 
of the more powerful members of the Cabinet. At times the Prime 
Minister himself holds the portfolio. But generally the Common- 
wealth Treasurer does not have nearly as much power to shape the 
budget as does the Chancellor of the Exchequer in Great Britain. 
On several matters the Treasurer exercises a very significant, 
and even at times, a dominant influence. He has been instrumental 
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in holding down defense expenditures, often against the desires of 
the service chiefs. In the highly political area of cash benefits for 
health and welfare programs, the Treasurer always emphasizes the 
effects of higher payments upon the level of taxation; he has prob- 
ably been responsible for keeping the means test in such programs as 
age and invalid pensions. Commonwealth policy on grants to the 
states, and especially on supplementary grants, is largely determined 
at conferences of the state Premiers, and in those conferences the 
Treasurer plays a major, if not a dominant, role. 

In the field of state expenditures for public works the Common- 
wealth Treasurer exercises a dominant influence through his position 
on the Loan Council. The states are always pushing for larger and 
larger allocations of loan funds from the Council. After many pro- 
tests and much oratory, the state representatives almost always end 
by accepting the figure which the Treasurer and his advisors have 
determined as the maximum that can safely be borrowed. 

Higher officials of the Treasury often think of the Treasury as 
the sole guardian of the Commonwealth purse against spending 
proposals from all quarters. Regarding the ordinary expenditures 
of government this is probably true, since the various spending 
agencies are constantly endeavoring to expand their budgets and 
there is no other agency to hold them in check on routine matters. 

On major matters of expenditure policy, however, the Treasury 
does not exercise the same influence as it does on the more routine 
items. For this there are probably two reasons. First, it does not 
have the staff and the organization necessary to develop and adminis- 
ter policy at this level. Second, Cabinet Ministers are not required, 
in developing proposals which require major new expenditures, to 
submit them first to the Treasury for consideration as is done in 
England. This is not to say that Ministers do not consult with the 
Treasury—they frequently do—but there is no set procedure whereby 
the Treasury, as a matter of course, makes a systematic and thorough ~ 
investigation of all new expenditure proposals and reports its findings 
to the Cabinet. This, plus the shortage of Treasury personnel, fre- 
quently means that when the matter comes up in the Cabinet the 
Treasury is not in a position to offer enough opposition to bring out 
all the pertinent considerations. 

On this matter one Cabinet Minister said that, with its present 
organization, the Treasury is too weak to exercise effective budgetary 
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control. In proof of this he cited two recent instances in which he 
had obtained increases in certain expenditures far greater than he 
should have received because there was no effective Treasury 
opposition. 

The difficulty seems to be that the modern budget has never been 
fully integrated into the Australian governmental organization with 
a staff equal to the task to be done. In the early days, when budgets 
were microscopic in comparison with those of today, it was natural 
that the work should be left in the Treasury. Since then it has 
remained there through inertia, but the Treasury has not, as in 
England, developed its powers and its staff sufficiently to keep an 
effective control over the budget. 


The Cabinet. The power to make major decisions about expendi- 
tures seems to rest in the Cabinet more than in any other one place. 
Brady says, “Here no less than in Great Britain and Canada, the 
house surrenders to the Cabinet a dominant sway in financial and 
general policy, and its check on spending is often little more than 
nominal.” Professor Bland, Chairman of the Committee of Public 
Accounts, expresses the same idea: 


The long struggle for control which began as far back as the Plantagenets 
and the Tudors sought to limit the access of the executive—the Crown— 
to funds, and it has ended in surrendering to another executive—the 
Cabinet—all the powers it withheld from the monarchs. It is a different 
executive, it is true, and it holds office not by divine right but by popular 
vote; but it is still the executive and it has attained the right to say how 
much is to be spent and for what purpose.7” 

Even within the Cabinet, however, the strong personality stands 
out prominently. Partly because of the general rule that Cabinet 
Ministers stand together against the Treasury and partly because 
Treasury opposition may not be effective, the Minister who is able, 
bold, and persuasive has a good chance of winning approval for any 
measure he champions. His chances are still further improved by 
the fact that the Australian Cabinet is large and often has a “weak 
tail,’ as Crisp expresses it. The weak tail comes about because the 
large Cabinet must be drawn from a comparatively small Parlia- 


™ Brady, op. cit., p. 187. 
°F. A. Bland, “Control of Government Expenditure,” Public Administration 


(Sydney), XIV (1955), 107-8. 
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mentary delegation and with due consideration to representation 
from the various states.”* 

It would seem, then, that the individual Cabinet Minister is the 
focal point of policy-making power with respect to expenditures. It 
would indeed be enlightening to know the motives which move such 
a Minister and the criteria which he applies in dealing with expendi- 
tures. Undoubtedly they would vary greatly from one Minister to 
another and the total array would probably defy any systematic 
classification or analysis. In response to a question about his criteria, 
however, one Minister gave a frank and impromptu listing of his 


guides as follows: 


1. Where are the hardships, the anomalies, and the complaints? 
Try to answer the loudest complaints. 

2. What can be done to encourage savings? One example might 
be to raise the level of the means test for welfare benefits.”* 

3. What will affect the greatest number of people and voters? 
Pensioners are the most numerous group so it is always well to do 
something for them. 

4. What new and constructive move might bring credit on the 
Minister? Try to anticipate public demand; think up something 
new, get out in front of the movement, and “educate” the people 
to support the movement. He cited the example of one Minister 
who proposed and obtained approval for a program to provide Com- 
monwealth aid in building homes for the aged. Apparently very 
few people had ever thought of such a scheme and there was no dis- 
cernible public demand for it, but the Government, and especially 
the Minister in question, made a substantial issue of it in the 1955 
election. 


?° Tn January, 1956, the number of Ministers was increased to twenty-two, which 
was more than one-fifth of the membership of the government party in Parliament. 
At the time the increase was made, the Prime Minister designated twelve who would 
have Cabinet rank and ten who would not be in the Cabinet, although at times all 
of them attend Cabinet meetings. 

*“ The logic of this is that there are always a substantial number of people near 
the border line of the means test. Many of these will consciously refrain from 
saving in order to avoid accumulating enough property or income to disqualify them 
for the pension. The difficulty with this is that if the means test is liberalized there 
will be another group, further up the property or income scale, who will be near 
the border line and who will be discouraged from saving. The only way to avoid 
this difficulty would be to abolish the means test entirely and then there would be 
the very difficult question whether the prospect of a comfortable pension would re- 
duce everybody’s incentive to save. 
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This frank conversation indicated clearly the strong political 
motivation of Cabinet Ministers in dealing with expenditures and 
their perennial desire to use expenditure programs to promote their 
own political fortunes. Nevertheless, these Ministers are very 
sensitive to public opinion; at times they will try to anticipate and 
shape that opinion, but if it appears that they are not succeeding they 
are quick to abandon their efforts and fall in line with prevailing 
opinion. 


Individual Members of Parliament. It seems quite clear that the 
average member of Parliament has no significant influence upon 
expenditure proposals by the time they reach Parliament. This was 
the opinion of all those interviewed, including members and former 
members of Parliament. It could hardly be otherwise, since the 
proposals are secret and the member has no chance to know what they 
are unless, perchance, he might learn about them in caucus a few 
hours before the Budget Speech. Further, as we have seen, indi- 
vidual members are not permitted to propose changes in expenditures. 
A few of those interviewed indicated that a member might influence 
expenditures indirectly in two ways. First, if he acted soon enough 
he might “sell” his idea to a Minister and get it promoted in that 
way. Second, if the member is able, persistent, and has some sub- 
stantial public opinion behind him, and if he will organize some sup- 
port for his cause, he can “buck” the party organization and cause so 
much trouble that the Party will give more attention to his demands 
in the future. With these exceptions, however, the average member 
can do no more than air his grievances or his approval during the 
debates on the budget and on the estimates. 

Brady indicates that Parliament has not been greatly concerned 
over financial controls anyway. In a paragraph which might apply 
to some of the other groups involved he says: 


Some shortcomings in the national Parliament . . . are explained by the 
social environment. ‘The meagre interest in strict controls over finance 
is a product of that casual attitude towards the spending of public money, 
developed in the era of colonial expansion, when all groups zealously 
pressed for expenditure and believed in a limitless national wealth. The 
physical necessities of a colonizing people in a dry continent threw an addi- 
tional emphasis upon spending rather than upon economy. ‘The optimistic 
mood of the community was unfriendly to the canons of Gladstonian 
finance; it cramped any zeal to ferret out waste and remove it. Public 
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penny-pinching ways were looked upon askance as something altogether 
incongruous with Australian expansion; they were rejected as exhibiting an 
unpatriotic lack of faith in the destiny of the country. Allied to these 
prevalent sentiments and ideas is the absence of a governing class like that 
in Great Britain, trained by long experience, skillful in public business, 
and alert in making the instruments of parliamentary management ef- 
fective.”° 


Professor Bland, speaking from long experience and close contact 
with the developments, has said more recently: 


Parliaments in Australia are generally quite indifferent to the content of 
the Estimates. Members scarcely do more than make a passing reference 
to the Estimates, and they seldom make use of the Auditor-General’s 
Report or check what the Departments did last year with their money. 


It is not unfair to say that most members are quite indifferent to economy 
or even to efficiency in public finance. ‘They are usually very interested 
in the spending of more money, and their advocacy of such a policy is 
generally believed to be a passport to popularity. Too often this attitude 
can result in elections becoming an auction for votes.”® 


The sense of these quotations, plus the situation in the Treasury, 
means that the government is weak on the defensive side. The 
technique of the “strong personality” tends to strengthen the offen- 
sive; very rarely will the strong personality choose to promote his 
political fortunes through a program of reducing expenditures and 
curtailing government activities. Such a program would be essen- 
tially negative and lacking in public appeal and opportunities for 
patronage. The net result is, then, that the influence of the Cabinet, 
which is the body having the greatest power to shape expenditures 
policies, is more likely to be exercised in the direction of increasing, 
than of reducing, expenditures. 


The Committee of Public Accounts and the Auditor-General. The 
influence of both of these bodies on expenditures policies is indirect 
and defensive. They do not participate directly in making policy 
but they supply information designed to promote efficiency in the 
carrying out of expenditures and thus to keep expenditures down. 
Like the Comptroller-General in the United States, the Auditor- 
General is frequently referred to as the “Watchdog of Parliament” 
and is pictured as having an important role in limiting the amount 


°° Brady, op. cit., pp. 189-90. °° Bland, op. cit., p. 110. 
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of expenditures. Actually, of course, he has very little power to 
control the amount of spending; his principal duties are to see that 
the money is spent in the ways and for the purposes specified and to 
prevent spending beyond the amounts authorized. While the work 
of these agencies is important and even essential, it is not significant 
in making expenditure policy. 


The Public. Finally there is the public, which obviously does not 
have any direct and immediate effect upon spending policy. But it 
provides the climate of opinion within which all policies are made 
and to it all groups are ultimately responsible. As Jay says: 


It has no direct or immediate power to amend or veto a budget, but Cabi- 
net knows that its proposals must run the gauntlet of comment by the 
press, by organized interest groups and by expert members. Within three 
years at the most, electors will have an opportunity to thrust it out of office, 
if its budget proposals have permanently offended a majority of voters.” 


Various elements in the public are vocal enough in Australia but 
in general the different groups are probably not as well organized 
as in some other countries and there are not as many groups which 
conduct intensive studies and investigations of expenditure programs 
and their effects. There have always been pressure groups and their 
number has increased as the economy has become more complex and 
the interests of the different groups have become more sharply dif- 
ferentiated. In one sense the lobbyist in Canberra has an easier job 
than his counterpart in Washington because the Parliament is rela- 
tively small and the members more readily available since there are 
few places where they can hide in that country town. On the other 
hand his job is harder because there are few committee hearings and 
party discipline is much stricter. Crisp says: 


While a measure is being drafted, or even when it is before Caucus, he 
may have some success, but, because it is exceptionally hard in this country 
to persuade a Member to cross the floor on any measure, pressure groups 
do not find it worthwhile to pursue the politicians to the bitter end of the 
legislative process.”® 

Two well-defined interest groups in Australia which have a direct 
interest in government expenditures are those who receive (1) age 
and invalid pensions, and (2) war pensions. These two groups 
together amount to well over a million people, they are nearly all 


*" Jay, op. cit., p. 284. °° Crisp, op. cit., p. 58. 
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voters, and they comprise over 20 per cent of the total electorate. 
They are not highly organized nor have they been especially aggres- 
sive in their demands, but politicians are very sensitive to their politi- 
cal potential and have been most solicitous of their walfare. Rare is 
the Budget Debate in which some member of the Opposition does 
not flay the Government for its neglect of the widows, orphans, the 
aged, and the ex-servicemen. In 1955 an increase of 10s. in age and 
invalid pensions, only a small part of which could be justified by 
price changes, was undoubtedly part of an effort to help the Govern- 
ment win the forthcoming election. It is perhaps inevitable that the 
party in power will manipulate such expenditures in efforts to retain 
power and that the Opposition will raise the bid in an effort to regain 
power. 

Except for groups which have a fairly direct interest in specific 
forms of expenditure, the public probably has no strong bias regard- 
ing the level of expenditures. Its general desire for the benefits 
which flow from higher expenditures is tempered by its opposition 
to higher taxation. But a strong personality or a well-organized 
pressure group may always attract enough support to put over a 
particular program. 

In summary, then, it would seem that the major power to de- 
termine expenditure policy rests with the Cabinet, although the 
Treasurer, in his capacity as Head of the Treasury Department, has 
substantial powers in certain areas. Within the Cabinet, the initiative 
for any major change of policy probably rests with a few of the 
stronger personalities. The Prime Minister and the Treasurer may 
be, and frequently are, among those stronger personalities, but that 
is more a matter of personalities than of official status. The Cabinet 
is the central command which makes most major policy decisions on 
expenditures. It may receive suggestions and varying degrees of 
political pressure from civil servants, individual members of Par- 
liament, and interest groups among the public. On the defensive 
side, the Treasury is the center of resistance to increased expendi- 
tures and of pressure for lower spending. It receives varying de- 
grees of aid and support from the Auditor-General, the Committee 
of Public Accounts, representatives of taxpayers’ groups, and occa- 
sionally from individual members of Parliament. As a rule, how- 
ever, the Treasury is primarily concerned with ordinary operating 
expenditures; it is not organized to play a major role in decisions 
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regarding large new programs of expenditures or of major changes 
in old programs. 


SUMMARY 


The Australian budget system has developed along the general 
lines of the British system in which it was started. Two important 
elements of the British system are missing: (1) the power of the 
Chancellor of the Exchequer to make policy; and (2) the power of 
the Treasury to apply policy and administer budgets. The Austra- 
lian system has grown by accretion from year to year and there has 
been no fundamental reorganization to adapt it to the greatly en- 
larged scope and volume of work it must now cover. The focus of 
the policy-making power is within the Cabinet, but the individual or 
individuals who may exercise that power varies with the personalities 
who make up the Cabinet. 

Once the budget is brought down, Parliament has no effective 
means of exercising any control over it because the Government has 
almost complete control of the initiative and the procedure. The 
Government usually makes the budget a matter of confidence, which 
precludes any significant changes. In money bills, the usual domi- 
nance of the House of Representatives over the Senate is reinforced 
by a constitutional provision which prohibits the Senate from origi- 
nating or amending appropriation bills. In extreme cases, however, 
the Senate may make its power effective by repeating and insisting 
upon the “suggestions” which it may make to the House. Except 
for two Committees of the Whole, Parliament makes no use of com- 
mittees in dealing with the budget. This rules out any systematic 
or detailed consideration of the estimates. All in all, Parliament has 
no real choice; it must accept the budget as the Government pre- 
sents it. 

It would seem that one of the things Australia needs most is a 
permanent agency which would have control and supervision over 
all phases of the budgetary process except auditing. It could be 
either in the Treasury or in the Prime Minister’s office, but it should 
have sufficient power and prestige to speak with the authority of the 
Prime Minister on budgetary matters. It should have a small but 
able and highly trained staff which would spend all of its time plan- 
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ning, preparing, and administering budgets. It would bring together 
in one place and improve and strengthen present administrative con- 
trols of the budget and supply some which are now missing. It would 
not make policy but could carry out policy as directed by the Prime 
Minister and the Cabinet. It would maintain a continuous study 
of policy questions, define policy issues, and provide the Prime Min- 
ister and the Cabinet with the necessary information on which they 
could base their decisions. 








The Costs of National Defense 


and Repatriation 


NaTIONAL DEFENSE 


A nation’s defense policy is very closely intertwined with its 
foreign policy, and the factors which determine both are numerous, 
broad, and complex. With Australia there are several factors which 
provide special complications. The first is its geographical position 
in relation to its cultural, political, and racial traditions. It is an 
outpost of Western civilization in an Asiatic environment. It has a 
small, predominantly Anglo-Saxon, population which enjoys a high 
standard of living and occupies a large land area more than six 
thousand miles from the nearest white nation. Its nearest neighbors 
are the impoverished, overcrowded nations of Asia, whose inhabitants, 
for more than a century, have been kept out by a strict “White 
Australia” policy. So long as Japan was weak and most of the re- 
mainder of Asia was under European control or dominance, this 
situation presented no special problem, but that has changed greatly 
in recent years. 

The second major factor has been Australia’s changing, evolving 
national status. At the beginning of the century, Australia was, in 
matters of defense and foreign policy, little more than a British 
colony. Over the past sixty years it has gone through various stages 
of evolution to emerge as an independent nation while still retaining 
privileges and obligations as a member of the British Commonwealth. 
As Greenwood says: 
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Finally, and of decisive importance, was the immense strength of The 
United Kingdom in the nineteenth century and beyond. How unchal- 
lengeable that strength was tends now to be forgotten. It was behind the 
shield of the British navy that the Australian society grew and developed.’ 


Naturally such a change had far-reaching consequences for Austra- 
lia’s defense policy. 

Obviously it is not possible here to deal adequately with the 
development of Australia’s defense and foreign policies. Rather, 
it must be the purpose to note the variations in expenditures for 
national defense with a few side glances at the changing policies 
which lay behind them. 


World War I. Before 1914 a beginning had been made toward 
providing for defense. A system of compulsory military training 
had been adopted to provide the nucleus of a military force. A few 
combat ships, manned and operated by Australian crews, had replaced 
the previous system of monetary grants toward the maintenance of 
a British squadron in the Western Pacific. As international tensions 
mounted, preliminary steps were taken to defend the country, and 
defense expenditures rose from approximately £1 million about 1908 
to nearly £5 million in 1913/14. But still the country had nothing 
approaching adequate defenses when the storm broke in 1914. 

Australia had almost no facilities for producing the weapons and 
munitions of war; necessarily its contributions had to be primarily 
in the form of men and raw materials. These it gave in abundance. 
Out of a population of less than five million, 415,000 men were 
mobilized, 330,000 were sent overseas, 220,000 became casualties, 
and nearly 60,000 of them died. Thus about 9 per cent of the total 
population entered the services, 4.5 per cent were casualties, and 
1.25 per cent died in service. All of this was done on a voluntary 
basis, since, despite a bitter struggle, conscription was not adopted 
during the war. 

On the financial side, expenditures increased enormously, and 
the future was heavily mortgaged in the form of a large public debt 
and commitments for benefits to ex-servicemen. Defense expendi- 
tures rose from less than £5 million to £60 million at the peak (1918/ 
19). Total Commonwealth expenditures rose from about £20 mil- 
lion to nearly £100 million—a fivefold increase. According to Colin 


* Gordon Greenwood, “Australia’s Triangular Foreign Policy,” Foreign A fairs, 
XXXV (1956-57), 689-90. 
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Clark’s estimates, defense and total Commonwealth expenditures 
represented about 15 and 25 per cent, respectively, of national in- 
come for the year 1918/19. After some delay, taxes were increased 
sharply, but they failed to cover the increased nonmilitary expendi- 
tures; all of the costs of the fighting services, and more, were covered 
by borrowing. The debt rose rapidly from about £20 million to 
over £400 million, the interest on which was about £20 million, or 
approximately equal to the total Commonwealth budget before the 
war. Repatriation costs rose rapidly after the war to a peak of £30 
million and then dropped to a permanent level of about £8 million, 
or somewhat less than half the prewar budget. Thus by the time 
things had settled down to something like normal about 1922/23, 
the costs of defense, interest on the war debt, and repatriation benefits 
amounted to a figure about 70 per cent greater than the total prewar 
budget. The increase in real terms was not nearly as great as these 
figures would imply because by the early twenties prices had increased 
by some 80 or 90 per cent. 


The Interwar Period. After World War I Australia demobilized 
rapidly. By 1922 the strength of the armed forces was reduced to 
about 40,000, and expenditures had declined from the peak of £60 
million to about £7 million per year. All of this happened despite 
Australia’s recognition that she now had a greater obligation to con- 
tribute toward the defense of the Empire—an obligation which she 
acknowledged at the Imperial Conference in 1923. 

Several factors contributed to this sharp decline in defense activity, 
which was practically a reversal to prewar conditions. The people 
were weary of war, they had a large continent to develop, Germany 
and her allies were thoroughly beaten, and the League of Nations 
was supposed to take care of any new threat of aggression which 
might develop. The Washington treaty on the limitation of naval 
armaments contributed still further to this attitude. Australia looked 
primarily to the navy for her defense, but the Washington Con- 
ference set a rigid limit on the total navy of the Empire. If Austra- 
lia did more, Britain and the other members of the Empire would 
have to do less. Britain stopped work on the Singapore base, and 
warship building and naval base construction everywhere practically 
came to a halt. 

For fifteen years the total strength of the armed forces varied 
between 30,000 and 50,000. Total expenditures remained about £7 
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million per year until 1929 and then were cut almost in half, partly 
as an economy measure. After this reduction, expenditures, in abso- 
lute pounds, were no more than they had been shortly before World 
War I; in terms of purchasing power they were much lower. Even 
before the reduction the situation was described as follows: 


From the service point of view, whether in navy, army, or air, the position 
in 1929 could not be described as adequate defence for Australia or even 
as a satisfactory nucleus from which services might be rapidly expanded to 
meet any conceivable threat. It could be argued, however, that the pro- 
vision was adequate for any contingency which could be seen at that par- 
ticular time.” 


One of the first acts of the Labor Government in 1929 was to 
abolish compulsory military service; it was not restored until after 
the outbreak of war in 1939. Labor has consistently opposed com- 
pulsory service and generally opposed even the small amounts spent 
for defense during this period. Yet in 1939 it deplored “the lack 
of preparedness for defence of this country.”* 

After the worst of the depression had passed, appropriations for 
the armed forces increased, and gradually they were built up to the 
level of the 1920’s. After the Imperial Conference of 1937, and 
especially after Munich, the process was accelerated. During this 
period, too, Australia began to give serious thought to the adequacy 
of the protection which the British Navy could give and to the prob- 
lems of supply. In both cases it was becoming apparent that Austra- 
lia would have to depend more upon her own resources than had 
been true in the past, and planning was begun along those lines. The 
defense budgets for the years immediately preceding the war indicate 
how the effort was being stepped up: 1937/38—£11.5 million; 1938/ 
39—£16.8 million; and 1939/40—£35.1 million. These were the 
amounts available; the amounts actually spent, except for the last 
year, were considerably smaller. Table 6 shows amounts actually 
spent for defense for selected years from 1929 to 1955. 


World War II. World War II was a much greater undertaking 
than World War I; it required vastly greater manpower, munitions, 
supplies and money; and it lasted longer. Altogether, approximately 
993,000 men and women were mobilized, or about 14 per cent of the 


? Paul Hasluck, The Government and the People, 1939-1941 (Canberra, 1952), 


Pp. 31. 
* [bid., p. 91. 


NATIONAL DEFENSE AND REPATRIATION 107 


TABLE 6 
NaTIonAL DEFENSE EXPENDITURES IN AUSTRALIA FOR 
SELECTED YEARS, 1929-55 
(Years Ending June 30, £ millions) 


1929 4.6 1941 169.0 1949 42.3 
1932 3.0 1943 Spo) 1951 100.5 
1936 6.6 1945 389.3 1953 203.4 
1939 12.9 1947 58.7 1955 172.8 








Source: Commonwealth Bureau of Census and Statistics. 


population of a little more than seven million. The peak strength 
of the armed forces, reached in August, 1943, was about 732,000, 
from which it fell to 644,000 by June, 1945. The total mobilization 
was about 140 per cent greater than in World War I; it was 14 per 
cent of the total population compared with 9 per cent. Total casualties 
sustained were 234,274—less than 10 per cent above the figure for 
World War I; deaths numbered 34,283—some 43 per cent Jess than 
in the earlier war. Stated differently, deaths amounted to about 3.5 
per cent of total enlistments compared with 14.5 per cent in 1914-18. 
This great difference was the result of many factors: the changed 
technique of the war, greater mechanization, and the fact that the 
Australian soldier usually had more and better equipment than his 
enemy. The smaller number of deaths was undoubtedly due in 
considerable measure to new and more effective drugs and techniques 
and to better medical care generally. 

On the financial side, expenditures behaved as they always do in 
time of war—they went to heights beyond anything thought possible 
before the war. Defense expenditures went from the “normal” of 
£8 or 10 million before the war to a peak of £536 million in 1942/ 
43—an increase of over fiftyfold, and a much greater relative in- 
crease than in World War I. Total Commonwealth expenditures 
rose from about £70 million to over £660 million—almost a tenfold 
increase compared with a fivefold increase in the earlier war. State 
expenditures increased relatively little, in fact not as much as prices 
rose. Current expenditures rose by some £11.5 million, but loan 
expenditures fell by £6.9 million, for a net increase of £4.6 million.* 
This small increase indicates an effective control over nonessential 
civilian expenditures which no doubt was due in large part to the 
supervision of the Loan Council over borrowing. 

* Fourteenth Report of the Commonwealth Grants Commission (1947), p. 68. 
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The extent of the financial effort can best be shown by comparing 
expenditures with GNP. In the peak year, 1942/43, war and de- 
fense expenditures were about 37 per cent of GNP, total Common- 
wealth expenditures 45 per cent, and total public expenditures 50 
per cent. By the last year of the war, 1944/45, these figures were, 
respectively, 27 per cent, 38 per cent, and 43 per cent. 

During the war, Australia levied taxes on a scale never before 
approached and consequently was able to cover a larger part of the 
war costs from revenue than in World War I. Total expenditures 
for war and defense (1939/40 through 1945/46) were about £2.3 
billion. During the same time the Commonwealth debt increased 
about sixfold—from a little more than £300 million to £1.8 billion. 
This increase of £1.5 billion indicates that about two-thirds of total 
war costs were covered from the proceeds of borrowing. Table 7 
gives some details on expenditures and sources of funds. A large 
majority of the loans, probably over 80 per cent, were floated domes- 
tically. Interest rates were held down, and most of the loans paid 
from 2 per cent to 3.25 per cent. As a result the average rate of 
interest on the Commonwealth debt declined from 3.94 per cent in 
1939 to 2.74 per cent in 1947, and the total interest charge increased 
only four times in contrast with the sixfold increase in the principal. 

If 1949 is taken as a “normal” or “typical” postwar year, we find 
that total expenditures for defense, interest, and repatriation benefits 
amounted to £132 million, about 63 per cent more than total Com- 
monwealth expenditures immediately before the war. The relative 
increase was very similar to that which took place during World War 
I. Deflated for price changes, however, the 1949 figure was less 
than 10 per cent above the 1939 total. 

During the war two major changes occurred in Australia’s foreign 
and defense policies. With the fall of Singapore and the decline in 
Britain’s relative strength, Australians 
Almost overnight . . . found that they had to discover new and solid 
guarantees for their future security. “They had to rethink many previous 
notions, redefine existing attitudes and, in a sense, construct for the first 
time a coherent set of principles for the conduct of foreign affairs.® 

The central element in the new policy was announced by Prime 
Minister Curtin at the end of 1941 when he said: 


* Greenwood, of. cit., p. 690. 
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Without any inhibitions of any kind I make it quite clear that Australia 
looks to America, free of any pangs as to our traditional links of kinship 
with the United Kingdom . . . . we shall exert all our energies towards 
the shaping of a plan, with the United States as its keystone, which will give 
our country some confidence in being able to hold out.® 

The second great change was to break with tradition and adopt 
conscription for overseas service. This decision was particularly 
difficult for a Labor Government to make in the face of Labor’s long 
and bitter opposition to conscription. Early in the war conscription 
had been adopted for home service. By the latter part of 1942 the 
realities of the situation showed beyond doubt that any intelligent 
defense required fighting outside the borders of the country; so, 
early in 1943, the area in which the militia could be required to serve 
was extended to cover the Southwest Pacific. 


The Postwar Period. Despite the changed circumstances, Australia’s 
demobilization after World War II followed much the same pat- 
tern as that set after World War I. By 1949 the strength of the 
armed forces had fallen to about 50,000, comprised roughly of about 
30,000 for the Army and from 10,000 to 11,000 each for the Navy 
and the Air Force. In October, 1949, the Navy had in commission 
one aircraft carrier, one cruiser, five destroyers, five frigates, and a 
number of auxiliary craft. The reduction in manpower represented 
a reduction of about 93 per cent from the war-time peak—a greater 
proportional reduction than followed World War I. 

Defense expenditures in 1948/49 were about £42 million. This 
was less than 2 per cent of GNP and represented a decline of about 
g2 per cent from the wartime peak. This relative decline was as 
great as, if not greater than, the one which followed World War I 
despite the greatly increased cost of defense. In 1947 a five-year 
defense program was adopted, calling for total expenditures of £250 
million, later raised to £295 million. This program was “designed 
to secure a balanced scheme of defence providing for the Navy, Army, 
and Air Force, Defence Research and Development, and Munitions 
and Supply, in proper proportions within the limits of the available 
resources that can be devoted to defence.”’ 


* Quoted in Don Whitington, The House Will Divide (Melbourne, 1954), 
Pp. 100. 
* Year Book No. 38 (1951), p. 1187. 
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The reasons for this great relaxation of effort were probably 
similar to those which had prevailed after World War I. The 
people were very weary of war, Germany and Japan were thoroughly 
beaten and occupied, and the United Nations was supposed to prevent 
aggression. In addition, a Labor Government was in power; Labor 
has always stood for minimum expenditures for defense, and in this 
particular period it was devoting its main effort toward establishing 
comprehensive health and welfare programs. Whatever the reasons, 
it is true that in this period Australia was doing very little toward 
providing a replacement for the British Navy in its scheme of de- 
fense. 


The Korean War. ‘he outbreak of fighting in Korea had a special 
significance for Australia because it struck closer home to her than to 
any other Western power. It showed especially that isolated areas 
are particularly vulnerable to Communist aggression. Australia 
responded, as did all Western powers, with a rapid increase in de- 
fense forces. The strength of the forces was approximately trebled 
and defense expenditures more than quadrupled, although a con- 
siderable part of the latter was absorbed by the sharp rise of prices 
which took place. 

Australia contributed army, naval, and air force units to the 
United Nations forces in Korea. The peak strength of those forces 
apparently was somewhat more than 5,000 men, reached in 1953. 
Battle casualties were 1,395, of which 266 were fatal. 


Defense Organization and Costs in 1955. ‘The strength of the 
armed forces at the end of 1954 was 145,017, of which 51,632 were 
in the permanent forces, 22,674 were volunteers, and 70,720 were 
National Service personnel. Over two-thirds were connected with 
the Army and the others were in the Navy and the Air Force. The 
Navy had in commission two light aircraft carriers, four destroyers, 
seven frigates, and various auxiliary craft. In reserve were one 
cruiser, five destroyers, seven frigates, and numerous auxiliary craft. 

For several years after the Korean War the target for defense 
expenditures was £200 million, but except for 1953 actual expendi- 
tures fell somewhat short of that figure. The sum of £200 million 
represented about £22 per capita and about 4 per cent of GNP in 
1955. The Navy and the Air Force received a little less than £50 
million each and the Army somewhat more than £60 million. An- 
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nual expenditures for the Navy were greater than the peak reached in 
World War II, while the Army was spending less than a fourth of 
the wartime peak and the Air Force less than half. All of these 
comparisons are greatly affected by the fact that prices have more 
than doubled since the war years. 

A comparison of defense costs in 1955 and in a typical prewar 
year will indicate how the peacetime importance of this function has 
changed. Since the expenditures for 1939 were considerably inflated 
by preparation for war, the year 1936 has been selected as a “typical” 
prewar year for this comparison. The figures are as follows: 


1936 1955 
Amount (£ millions) 6.6 172.8 
Per cent of Commonwealth expenditures 10.2 22.8 
Per cent of total public expenditures 3.9 13.6 
Per cent of GNP 0.8 3.6 


The total increased some twenty-six times, and its importance in 
the federal budget more than doubled. In relation to total public 
expenditures and to GNP, the increase was about fourfold. 


Recent Defense Policy. In recent years Australia’s defense policy 
has been “to co-operate in repelling aggression,” with first priority 
given to the defense of Australian territories and waters. After that, 
recognition is given to Australia’s responsibilities as a member of 
the British Commonwealth and as a signatory of the Anzus Treaty, 
the Southeast Asia Collective Defense Treaty, and the charter of the 
United Nations. 

Some of the major features of the policy are indicated by the 

following excerpts from a statement made by Prime Minister 
Menzies in 1957: 
In a “global” war, Australia’s role would, having regard to our popula- 
tion, be significant but relatively subsidiary. Our chief task would be to 
co-operate with our Allies and to take our share on a basis consistent with 
our interest, our resources, and our sense of responsibility. 


We cannot stand alone; and therefore we stand in good company in 


SEATO, in ANZUS, and ANZAM. 


The association of the massive power of the United States and the regional 
arrangements I have referred to, and her assurance of support in the event 
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of Communist aggression, are vital factors in maintaining security in this 


part of the world. 


Even in what is called a “limited war,” therefore, and in the less obvious 
aspects of the “cold” war, it is an essential ingredient in Australian de- 
fence that we make and keep ourselves ready to co-operate with our allies. 
We cannot expect the defensive assistance of the great democratic powers 
unless we are ourselves prepared to take a proper part in our common 
defence.® 


He pointed out that conventional arms would continue to be 
necessary, especially for the smaller nations but that the emphasis 
should be not upon numbers but upon “mobility, equipment and fire 
power,” since in the event of a great war “speed and the capacity to 
hit will determine victory.” For that reason his Government had 
decided to reduce the proportion of funds going to manpower and 
increase the proportion going to modern equipment. The strength 
of the permanent forces was to be reduced to about 48,000, with 
11,000 in the Navy, 21,000 in the Army, and about 16,000 in the 
Air Force. 

With respect to financial support for defense he said: 


In Australia the vast programme of national development and industrial 
expansion and migration currently puts rather more strain on national 
resources than it does in many other countries . . . . These things are not 
without impact on the amount of the resources which we can devote to 
defence. But the Government has concluded that for the year 1957-58 
the broad figure of the cost of the defence programme should be of the 
same order as that for defence during the present financial year, that is 
£190,000,000.° 
The Problem of a Defense Policy. The problem of designing a 
rational defense policy for Australia is a most difficult one. Defense 
policy must mesh with foreign policy, and, as indicated above, the 
development of a rational and consistent foreign policy is a most 
complex and delicate task. As Professor Partridge says, it is like the 
difficult juggling feat of keeping four balls in the air at once. First, 
Australia must continue her membership in the British Common- 
wealth and draw such strength as she can from Britain’s arms, in- 
dustrial power, markets, and culture. Second, she must develop her 
* Hon. R. G. Menzies, “Australian Defence,” A statement to the House of Repre- 


sentatives, April 4, 1947 (Canberra, 1957), pp. 3 45 5- 
* Ibid., p. 4. 
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membership in the United Nations in order to derive such protection 
as she can from its authority and to exert her influence on its policies. 
Third, she must maintain friendly relations with the “emergent 
nationalities and revolutionary political movements” in Asia and the 
Western Pacific. Finally, she must “seize every opportunity of 
cultivating the closest diplomatic and military relations with the 
United States, since in the event of war in Eastern Asia and the 
Pacific, America’s assistance would be indispensable for the defence 
of Australia.”?° 

For a country as small as Australia and in her geographic position, 
it would be hopeless to try to maintain a defense organization which 
could protect even her own shores in the event of a major war, not 
to mention protecting her lines of communication and carrying the 
war to the enemy. She does not have the manpower, the materials, 
or the industrial system, nor is she likely to have them soon. The 
tremendous cost involved in designing, developing, and maintaining 
the weapons and equipment of modern warfare are far beyond the 
means of so small an economy. Some have looked at this discourag- 
ing picture and, figuratively, thrown up their hands in despair and 
said, “Why do anything? Nothing we can do would affect the out- 
come in any major emergency.” 

Despite these considerations, however, there would seem to be 
two good reasons why Australia should maintain a substantial defense 
force. First, there are likely to be many more small emergencies 
than large ones—many “brush fires” (of which Korea was one of the 
larger ones) rather than a general conflagration. In these Australia 
can maintain her own defenses and make a significant contribution to 
the general defense. Second, if a major war comes Australia, as the 
Prime Minister stated, must place her hope for survival on collective 
security—on her alliance with the major Western powers and espe- 
cially with the United States. But in such an event there would be 
an urgent and immediate need for all possible manpower and re- 
sources, and there would be a tremendous premium on immediate 
availability. Australia might not be able to contribute hydrogen 
bombs or intercontinental missiles, but well-equipped naval and air 
bases and several well-trained divisions might be of inestimable value 
on the crucial day. Further, in a general war no enemy would be 
able to direct any major fraction of his strength against Australia; the 


*° Pp. H. Partridge, “Depression and War,” in Greenwood, Australia, pp. 403-4. 
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main blow would be directed against the United States and Western 
Europe. In short, as the Prime Minister has said, Australia should 
stand ready to co-operate with her allies and to make her fair con- 
tribution as a part of the team. 

Under these conditions the defense effort which would be proper 
and equitable for Australia depends in considerable measure upon 
the efforts being made by the other members of the team. Australia 
has decided on a financial contribution of somewhat less than £200 
million and a manpower contribution of about 0.5 per cent of the 
total population as her equitable share. As the Prime Minister indi- 
cated in part, that decision was influenced to a considerable degree 
by domestic budgetary commitments for such things as development 
and migration projects, transportation facilities, and other similar 
items. Whether the amounts decided upon are equitable in compari- 
son with what others are doing would be very difficult to say. Many 
and complex factors influence the allocation of funds in a national 
budget, and the results should not be judged lightly or hastily. 

International comparisons of expenditures can never be exact or 
precise, but some rough comparisons indicate that Australia’s defense 
expenditures are considerably below those of other Western powers 
in terms of GNP. Martin and Lewis have expressed the defense 
expenditures of a number of countries as percentages of GNP for the 
year 1953/54. Those computations are not exactly comparable to 
those used in this study and which give 3.6 per cent of GNP for 
Australia, but these are the figures for a few comparable countries: 
France, 10.7; United Kingdom, 9.3; New Zealand, 3.7; Sweden, 
6.6; and the United States, 15.3. 


REPATRIATION 


One of the major costs of a war is that involved in providing care 
for returned servicemen and women. Before 1914 Australia had 
been entirely free of such costs. Since then two major wars have 
brought a full-fledged system of veterans’ benefits, so that it is pos- 
sible here to see all of the steps involved in the evolution of such a 
system. Early in World War I, as related earlier, very crude at- 


Alison M. Martin and W. Arthur Lewis, “Patterns of Public Revenue and 
Expenditure,” The Manchester School, XXIV (1956), 203-44. 
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tempts were made to deal with the problem on a voluntary and 
unco-ordinated basis. This effort was wholly inadequate, and in 
1916 a Board of Trustees was set up to conduct appeals for funds 
and to co-ordinate local and state organizations. This Board, too, 
proved to be inadequate, and in 1917 a statutory corporation was set 
up consisting of a Repatriation Commission of seven members and 
state and local advisory bodies. Members of the Commission were 
part-time and advisory so that there was still no effective administra- 
tive control of the effort. Finally, in 1920, this Commission was 
replaced by a new Commission composed of three fulltime men who 
were also given the task of administering war pensions. The Com- 
mission was given a semiautonomous status probably in part to shield 
it from partisan political influence. It was not until 1947 that the 
personnel of the Commission was brought under the control of the 
Public Service Board. 

The development of repatriation benefits in Australia has fol- 
lowed much the same pattern as in other countries, which is one of 
rather constant liberalization and extension, especially with respect 
to the persons eligible for benefits. In 1954 the Joint Committee of 
Public Accounts stated that “the record of the benefits administered 
by the department is one of a continued expansion in the classes of 
persons eligible for benefits under the Repatriation Act of 1920— 
1953.”"* Despite this liberality, however, Australia has, in the mat- 
ters of pensions and medical care, adhered more closely to service 
connection as a condition of eligibility than many other countries. 

There has been no comprehensive study of repatriation programs 
and benefits in Australia. The information is widely scattered and 
fragmentary and for that reason there are many gaps in the brief 
account which follows. 


THE WORLD WAR I PROGRAM 


In a series of acts passed during and immediately after World 
War I, Australia provided a great variety of benefits for returned 
servicemen and women. 


Re-establishment Benefits. Assistance to help the veterans to re- 
establish themselves in civilian life was provided in several forms. 
Vocational training was one of the more important forms, provided 


12 Fifteenth Report of the Joint Committee of Public Accounts (Canberra, 1954), 
Pp. 7. 
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at a cost, eventually, of about £5 million. Other forms were assist- 
ance in finding employment, living allowances while awaiting em- 
ployment, grants and loans for furniture, loans for the establishment 
of small businesses, and funds to purchase trade tools. In 1920/21, 
when these benefits were greatest, cota] repatriation benefits reached 
a peak of over £30 million; for the four years 1919/20 to 1922/23, 
the total was over £83 million. 


War Gratuity. A bonus was paid for service during the war at the 
rate of 1s. 6d. per day for overseas service and 15s. per day for domes- 
tic service. It was paid, beginning in June, 1920, in the form of 5.25 
per cent treasury bonds maturing in 1924. A total of £27.5 million 
was paid to approximately 360,000 persons, for an average bonus of 
about £76. 


War Pensions. Pensions for service-connected disabilities and deaths 
were established in 1914. Disabled soldiers and their dependents 
and the dependents of deceased soldiers drew pensions based on the 
pay of the soldier while in service. The maximum pension for a 
private was £1 per week; for other ranks the scale went as high as 
£3 per week. In 1915 the definition of dependent was broadened, 
and in 1916 the maximum pension for a private was raised to £1 10s. 
per week and for other ranks in proportion. In 1920 the maximum 
pension for all ranks from private through lieutenant was raised to 
£2 25. per week; the scale for other ranks was not changed. A special 
rate of £4 per week was set for all blind, totally disabled, and tuber- 
cular pensioners. In 1922 other special rates were set for special 
cases. 

The general reduction of 20 per cent in expenditures in 1931 
applied to war pensions, but several groups were exempted. These 
included disabled veterans and the wives, children, and mothers of 
deceased veterans. As a result the reduction in total pensions was 
from about £8 million to about £7 million—a reduction of about 12.5 
per cent. It was further provided that wives married and children 
born after 1931 would not be eligible for pensions. In 1933/34 there 
were some modifications of the reductions, and some pensions were 
fully restored. Further, wives married and children born after 1931 
would be eligible for pensions in cases where the veterans had died. 
In 1935 the pensions rates were fully restored to the pre-1931 level. 
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In 1938 it was provided that wives married and children born up to 
June 30, 1938, would be eligible for pensions. 

The number of pensioners rose from about 110,000 in 1918 to 
a peak of nearly 280,000 about 1930 and then began to decline slowly. 
In 1940 it was 237,000. From 1920 to 1930 total pensions varied 
between £7 and £8 millions. They dropped to £6.9 million in 1933 
and then rose to £8.2 million in 1939. During this period the effects 
of the more liberal terms of eligibility were roughly offset by attrition 
due to the death of pensioners or to other changes of status. By 1955 
the number of pensioners had declined to 139,000, but because of 
higher rates they received total pensions of £17.7 million. Com- 
pared with 1930 average pensions had quadrupled, since half as many 
pensioners were receiving more than twice as much in pensions. 


Service Pensions. As noted earlier, Australia, as a general rule, has 
provided repatriation pensions only for service-connected disabilities. 
Beginning in 1936, however, service pensions were provided for 
certain groups of returned soldiers. Eligibility could be established 
on any one of three grounds: (1) age of sixty years (fifty-five for 
women); (2) permanent unemployability; and (3) pulmonary tuber- 
culosis. In the first two cases the applicant must have served in a 
theater of war. In the last case applicants were entitled to receive 
both service and invalid pensions. The initial rate was £1 per week 
for a man, with additional amounts for a wife and children. Later 
the rates were made the same as the rates for age and invalid pen- 
sions. A means test excluded single men with incomes of as much 
as £84 10s. per year or who owned property worth as much as £400. 
In comparison with age and invalid pensions, service pensions became 
effective five years earlier, recognized unemployability rather than 
incapacity as a ground of eligibilty, and, in the case of tubercular 
patients, allowed the pensioner to receive two pensions. In 1940 
there were about 14,000 service pensions in effect at an annual cost 
of £472,263. 


Medical Care. Australia recognized the responsibility for providing 
medical care for those with service-connected disabilities and estab- 
lished several repatriation hospitals for that purpose. In the latter 
1930’s the in-patient load was around 2,000, while out-patient care 
was provided for many others. By 1940, twenty-two years after the 
program was started, the cumulative cost of medical care had not 
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reached £10 million, indicating that the average annual cost had been 
less than £500,000. Apparently a major reason for the small number 
of patients and the low cost was a firm policy of providing treatment 
only in cases where the illness or disability had been caused or aggra- 
vated by military service. 


Land Settlement. In common with many other countries, Australia 
sought to aid returned servicemen by helping them become farmers. 
This had a special appeal in Australia with its enormous areas await- 
ing development. In 1917 the Commonwealth proposed to finance 
and supervise a scheme of land settlement, but the states insisted upon 
undivided control since land development came within their domain 
and was closely related to their programs of “Closer Settlement.” 
Ultimately the Commonwealth agreed to advance to the states £1,000 
for each man aided and to pay half the cost of a subsidized interest 
rate. The states then proceeded to develop their own programs. 

Eventually over 28 million acres of land were involved in the 
scheme. Some 5.3 million acres of private land were bought for 
£28.2 millions, and 23.5 million acres of crown land were made 
available. The Commonwealth advanced over £35 million to the 
states. Since one writer states that the total investment was nearly 
£50 million, the states must have advanced some £15 million on their 
own. Over 37,000 men received loans, or about 9 per cent of total 
enlistments. 

Loans were made at interest rates below the market, and no pay- 
ments on loans were due during the first three years. In those three 
postwar years, farm prices were high, and the settlers were pros- 
perous. Then farm prices fell, payments came due, arrears mounted, 
and many of the new farmers deserted their holdings. An investi- 
gation made in 1929, before the depression hit, assessed total losses 
at about £23.5 million, or about half of the total investment. Now 
the states insisted that this was a joint undertaking and called on the 
Commonwealth to help bear the losses. The Commonwealth even- 
tually assumed more than half of the losses, or over £12 million. 

One writer has summarized the mistakes of the scheme briefly. 
“The mistakes of pre-war Closer Settlement could not have been 
more faithfully repeated.” These consisted of (1) providing areas 
which were too small, (2) buying unsuitable land at high prices, and 
(3) approving the applications of inexperienced men without means. 
Finally, 
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when prices had fallen and difficulties began to beset the scheme there 
was a marked distaste upon the part of politicians to face the position... . 
Instead of grappling boldly with the problem successive Governments 
adopted a policy of making further concessions, of capitalizing the arrears 
and extending the period of payment of purchase money and repayment 
of advances . . . . This did not relieve the situation very materially, and 
had a bad effect on the better class of settler, who saw his less-worthy 
neighbor receiving concessions which he knew to be undeserved. The 
policy had an unfortunate effect upon the development of the whole 
scheme since laziness and extravagance seemed to be better rewarded than 
hard and economical working of one’s holding.’® 


The report of 1929 had ascribed some £3 million of the losses 
to excessive administration costs, defined as “the excess of costs above 
ordinary closer settlement costs.” Thus it would seem that the states 
paid a very high price for very poor administration. 


War Service Homes. Another part of the repatriation program was 
a plan to assist returned servicemen in building or buying homes, 
which apparently worked out much better than the land settlement 
scheme. By 1939 the War Service Homes Commission had spent 
nearly £30 million in purchasing land and providing some 37,000 
homes. It had received in interest and principal payments a total 
of £26.4 million, of which it had paid to the National Debt Sinking 
Fund nearly £10 million as retirement of principal. According to 
the reports of the Commission, arrears on instalments never were 
much above 5 per cent during the depression and in 1939 were down 
to 3.4 per cent. 


Miscellaneous Benefits. Among the miscellaneous repatriation bene- 
fits were funeral expenses for veterans and provision for the educa- 
tion of children of deceased and disabled veterans. Funeral benefits 
were never significant in amount, but by the late 1930’s the provision 
for children’s education amounted to over £100,000 per year. 


Summary for World War I. Starting from scratch, Australia within 
a period of about twenty years developed a complete program of 
repatriation benefits and services. Except for land settlement, the 
various parts of the program seem to have been well administered. 
There was some liberalization of the terms of eligibility for benefits, 
as seems to be inevitable in this field, but total costs over the whole 


** Gordon Taylor, “The Problem of Closer Settlement in Victoria,” Economic 
Record, XII (1936), 62-63. 
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period showed only a relatively slight upward trend. Total repa- 
triation costs represented a smaller percentage of GNP in 1939 than 
in 1923. Table 8 gives repatriation costs for selected years. These 
figures do not include expenditures for land settlement and War 
Service Homes, which were made in the form of loans. 


TaBLe 8 
REPATRIATION CosTs FOR SELECTED YEARS, 1929-55 
(£ millions) 
Year Ending 
June 30 Amount Year Amount Year Amount 
1929 9.0 1943 10.2 1952 49.8 
1932 8.6 1945 14.7 1953 53.8 
1936 8.6 1947 Si/ce) 1954 Hse} 
1939 ONT 1949 42.5 1955 60.5 
1941 S22 1951 10329" 





* War Gratuity paid this year. 
Source: Commonwealth Bureau of Census and Statistics. 


THE WORLD WAR II PROGRAM 


The development of repatriation benefits after World War II 
followed much the same course as after World War I. Precedents 
had been established and institutions developed so that it was largely 
a matter of enlarging existing organizations and reactivating old ones 
which had been discontinued, with adjustments to take account of 
changed conditions. 


Re-establishment Benefits. Several forms of grants and loans were 
provided to facilitate the transition back to civilian life. Relatively, 
and in some cases absolutely, these aids were less important than fol- 
lowing World War I, probably because there was a strong demand 
for labor and very little unemployment. Loans for starting businesses 
were one exception. These amounted to over £7 million, compared 
with less than half a million after 1918; by 1955 they were nearly all 
repaid. 

A new feature was the Commonwealth Reconstruction Training 
Scheme, roughly similar to the veterans’ educational programs of- 
fered in Canada and the United States. This benefit was “not de- 
signed as a reward for war services,” and heavy emphasis was placed 
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on the selection of suitable people for training in lines where there 
were suitable opportunities. Men who had served six months and 
had been honorably discharged were eligible provided they were 
competent and had serious intentions to profit from the training. 
Three different types of training were offered, designed to train men 
for professional, vocational, and agricultural work. The benefits 
included tuition and examination fees, the cost of books and equip- 
ment, and living allowances. 

Annual expenditures for this program mounted rapidly to a 
peak of over £13 million in 1947/48 and then declined to less than 
£1 million by 1954. In the universities and colleges, by June 30, 
1954, 25,205 fulltime and 19,519 part-time students had enrolled 
under the program, and over 21,000 had successfully completed their 
courses. This means that less than 5 per cent of those who were in 
the forces during the war participated in the training program at the 
university and college level. 


War Gratuity. A bonus was paid for war service at the rate of £3 
15s. per month for overseas service and 15s. for service in Australia. 
Payment was made in March, 1951, with interest at the rate of 3.25 
per cent. It was estimated that about 879,000 were entitled to the 
bonus. By the end of 1952, 859,000 had applied and 854,545 appli- 
cations had been approved, for a total payment of £75.5 million or an 
average bonus of a little more than £88. One reason for delaying 
payment was to avoid increasing liquid funds and inflationary pres- 
sures in the immediate postwar period and perhaps to sustain pur- 
chasing power later when there might be a slump. As it happened, 
the payment was made at the worst possible time—just when the 
inflation accompanying the Korean War was at its height. 


Pensions. The system of pensions continued much as before the 
War, with several relaxations in the terms of eligibility and extensions 
of coverage. Veterans of the South African War of 1899—1902 were 
made eligible for pensions. For those who served in World War II 
there was a considerable widening of the provisions governing eligi- 
bility, to the benefit mainly of the Citizens’ Military Forces. For 
dependents of veterans of World War I, the time limit for deter- 
mining the eligibility of wives and children, formerly set at 1938, 
was extended in certain cases and then abolished altogether. For 
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veterans of World War II, it was first set at seven years and later 
extended to fifteen. 

Rates were raised several times, and after the steep rise in prices 
began in 1948 it came to be understood that war and service pensions, 
as well as age and invalid pensions, should be kept abreast of con- 
sumer prices. This soon produced a difficulty in the method of 
computing pensions. Pensions had been computed on the basis of the 
service pay at the time of discharge. Rates of service pay had been 
increased over the years, so that men in the ranks were now receiving 
more than some higher officers had received years earlier. It was 
necessary to shift to a system in which pensions were computed on the 
basis of the rank of the man at time of discharge rather than his rate 
of pay. 

The number of World War I pensioners continued to decline 
slowly. By 1955 they numbered 138,641 and drew an average 
pension of £2 9s. per week, for a total annual liability of £17.7 mil- 
lion. World War II pensioners increased, very rapidly at first and 
then more slowly, to reach 442,862 in 1955. They drew an average 
pension of slightly less than £1 per week for a total annual liability 
of £22.4 million. Total war and service pensions and allowances 
actually paid in 1954/55 amounted to £44.5 million. 


Medical Care. In medical care there were relaxations along several 
lines in the terms of eligibility for treatment. Special regulations 
authorized the treatment of pulmonary tuberculosis and venereal 
diseases even when they were not service-connected, as well as the 
“active remedial treatment in respect to any disease or disabling con- 
dition not due to war service” with certain exceptions. In describing 
disabilities eligible for treatment, it has become the practice to use the 
phrase “which have been accepted as due to war service” rather than 
the shorter and blunter term “which resulted from service.” In addi- 
tion, repatriation facilities are authorized to make a diagnosis and 
report on any person who claims to be eligible for treatment. Finally, 
wives, children, and widowed mothers of deceased veterans are 
eligible for treatment under certain conditions. 

All of these changes, plus a sharp rise in prices, have brought 
about a great increase in the cost of medical care. For the twenty- 
two years to June 30, 1940, the total cost of medical care was £9.7 
million; for the one year 1954/55 it was £8.5 million. In the latter 
year the patient load was considerably more than twice the prewar 
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load, and prices were nearly three times as high. But the annual 
cost was nearly seventeen times the typical prewar cost of about 
£500,000. Much of this increase no doubt represents the greatly 
increased cost of the new and more effective drugs, processes, and 
equipment now used in the treatment of diseases and disabilities. 


Land Settlement. Despite earlier disastrous results, land settlement 
held too many attractions to be resisted, so a new program was pro- 
vided after World War II. This time, however, attempts have been 
made to avoid the mistakes of the earlier plan. The Commonwealth 
retains much greater control over operations. The three stronger 
states advance most of the capital required in those states, bear part 
of the cost, and assume part of the risks. The other three states 
administer the act for the Commonwealth, bear very little of the 
costs, and assume no risks. At the beginning land could not be 
acquired at a cost greater than its value in February, 1942, but this 
was relaxed later because of the great increase in prices. Provisions 
of the act specify that settlement can be undertaken only when eco- 
nomic prospects for production are reasonably sound; settlers are 
approved by “a competent authority” as to eligibility, suitability, and 
experience in farm work; holdings are large enough to enable settlers 
to operate efficiently and to earn a reasonable income; and settlers 
invest their own funds to an extent “considered reasonable . . . by 
the appropriate State authority.” Also, guidance and technical ad- 
vice are provided by the extension service. Land to be used for 
settlement is selected by the states; full information about it is given 
to Commonwealth authorities, who must approve it before it can be 
allotted to settlers. 

In addition to land settlement, provisions were made for loans 
up to £1,000 and living allowances to ex-servicemen who wished to 
establish or re-establish themselves on farms. 

Operations in land settlement started slowly and have not reached 
the proportions attained after World War I, although there has been 
a considerable increase over the years. By June 30, 1955, 13 million 
acres had been acquired, and the Commonwealth had spent £45.4 
million. Expenditures for loans to farmers and allowances brought 
the total to over £56 million, but repayments and miscellaneous 
receipts reduced net expenditures to about £43 million. In addition, 
the three states which raised their own investment funds had in- 
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vested about £70 million in the scheme.’* The more limited scale 
of operations, the greater precautions, a sharp inflation, and the 
absence of a postwar slump have all favored the operation of the 
plan, which has avoided serious difficulties thus far. Its eventual 
success remains to be determined. 


War Service Homes. The system for aiding veterans in building or 
acquiring homes was continued and enlarged after World War II. 
In the ten years from July, 1945, to July, 1955, some £170 million 
was invested in providing 90,917 homes. Additional funds were 
being provided at the rate of about £30 million per year, nearly 
equal to the total provided up to 1940. In 1955 there was a long 
waiting list, and the waiting period from application to completion 
of a home was about three years. The attractions of the plan were 
listed by the Minister in charge as follows: a minimum deposit of 
IO per cent of total cost; an interest rate of 3.75 per cent; a period 
of repayment of forty-five years; and “sympathetic consideration 
of applicants in the event of unfortunate circumstances such as illness 
or unemployment.”” Rising prices, high levels of employment and 
income, and an acute housing shortage practically assured the success 
of the operations in the postwar period. Arrears of instalments 
during this time ran at a level below 0.5 per cent of instalments due. 


World War II Summary. After World War II Australia repeated 
all of the repatriation benefits and practices established after World 
War I, but on a much larger scale because of the larger numbers 
involved and higher prices. In the ten years from 1945 to 1955, 
the Commonwealth spent over £500 million for benefits in addition 
to investing over £200 million in land settlement, agricultural loans, 
and War Service Homes. Two new features after World War II 
were the program of educational benefits and a greater tendency to 
relax the terms of eligibility for pensions and medical care. 

From 1929 to 1940 repatriation expenditures were fairly steady 
at a level of about £8 or £9 million per year. It seems doubtful, 
however, that there will be any such period of stability after World 
War II, largely because of continuing inflation. In 1949 and 1950 
there were slight declines to about £41 million, but after that the 

Interview with Mr. T. T. Colquohoun, Director, War Service Land Settlement 
Division, Interior Department, Canberra, April 27, 1956. 


*® Statement by The Hon. William McMahon, Minister for Social Services, on 
Estimates for War Service Homes Division, 1955-56, October, 1955. 
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total rose steadily to £60.5 million in 1955. This increase, however, 
was apparent rather than real, since in terms of purchasing power or 
GNP the total declined somewhat. 

A comparison of repatriation costs (excluding loans) for 1939 
with those for 1955 gives these results: 


1930 1955 
Amount (£ millions) 9-7 60.5 
Per cent of Commonwealth expenditures 12.0 7-5 
Per cent of total public expenditures 4.6 4.8 
Per cent of GNP 1.0 1.2 


The total increased about sixfold but lost relative importance in 
the federal budget. It increased significantly in relation to GNP 
and slightly with respect to total expenditures. 

On the whole it would seem that since World War II Australia 
has maintained a reasonably efficient control over repatriation ex- 
penditures and has directed them to the purposes for which they 
were intended. 


CoNCLUSION 


It may be well, in conclusion, to give some brief indication of the 
changes which took place in the expenditures for national defense 
and repatriation in relation to other public expenditures and to GNP 
during the quarter century from 1929 to 1955. ‘Total expenditures 
for these two functions increased over seventeenfold, rising from 
£13.6 million to £233.3 million. The importance of this total in the 
Commonwealth budget rose from 21.2 per cent to 28.8 per cent. In 
relation to total public expenditures, its importance more than 
doubled, rising from 7.2 per cent to 18.4 per cent. As a proportion 
of GNP its relative importance more than tripled, rising from 1.5 
per cent to 4.8 per cent. 

These data and comparisons give a rough but incomplete indi- 
cation of the price Australia pays to maintain its newly acquired in- 
ternational status in an uncertain world. 








Expenditures for Health and 
Welfare Programs’ 


Durinc THE pasr twenty-five or thirty years most nations of the 
world have greatly increased their expenditures for health and wel- 
fare. Australia is certainly no exception to this general rule. De- 
spite the fact that total public expenditures have increased very 
greatly—something like six- or sevenfold, depending upon the exact 
period chosen—the proportion of that total going to health and 
welfare expenditures has almost doubled, rising from about 12 per 
cent to over 21 per cent. 

The effects of this great increase in health and welfare expendi- 
tures extend far beyond the narrow confines of the government 
budget. They have important implications for constitutional, politi- 
cal, sociological, and economic development. It is the purpose of 
this chapter to trace briefly the development of governmental health 
and welfare programs in Australia since 1900. 

Most of the programs considered here fall into one of two large 
groups. The first, composed of programs designed to maintain 
incomes, includes such measures as old age, invalid and widows’ 
pensions, unemployment benefits, and family allowances (or child 
endowments). The second group includes measures to provide 
medical, hospital, pharmaceutical, and other similar benefits. Spe- 


* This chapter is adapted from a paper entitled “The Development of Health 
and Welfare Programs in Australia: A Case Study,” presented to the Commonwealth 
Seminar at Duke University in the spring of 1957 and published by the Common- 
wealth Studies Committee of Duke University in Commonwealth Perspectives (Dur- 
ham, N. C., 1958). 
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cialized programs, such as workmen’s compensation, veterans’ bene- 
fits, and farm relief measures are not included. 


Tue First Periop: 1900-12 


Before 1900 the Australian colonies had been active in social legis- 
lation and had earned for Australia the title of “Social Laboratory of 
the World.” They had enacted shop and factory acts, minimum 
wage laws, anti-sweating legislation, had set up wage boards, and had 
adopted compulsory arbitration." In 1900 and 1901 New South 
Wales and Victoria began paying old age pensions. The federal 
constitution adopted in 1900 specifically gave the Commonwealth 
power to pay age and invalid pensions. —The Commonwealth used 
this power by legislating for age pensions in 1908 and for invalid 
pensions in 1909. In 1912 it went further and, without specific 
constitutional power, established a system of maternity benefits. The 
Commonwealth was able to do these things, however, only after it 
had freed itself of a provision which required it to pay to the states 
three-fourths of all receipts from customs and excises as well as all 
surpluses. In the meantime, the Commonwealth Statistician, while 
on a trip to Europe, had studied the various social insurance systems 
there and, in 1910, suggested the establishment of a compulsory 
social insurance plan in Australia. In the 1910 election, and again 
in the 1913 election, the Liberal Party proposed a comprehensive 
plan of social insurance to be financed on a contributory basis and to 
cover sickness, accidents, unemployment, widowhood, and maternity. 
But the Party had no opportunity to implement its proposal, and 
soon war overshadowed the whole question for nearly ten years. 

What accounted for this widespread interest and energetic action 
in the welfare field at this early date? Undoubtedly one reason was 
the existence of a strong and aggressive Labor Party. After the 
disastrous strike of the early 1890's, labor turned to political means 
to achieve its ends and organized the Labor Party. In most of the 
years since that time, that Party has been a major force in Australian 
politics. This, however, was only part of the story, since both labor 
and nonlabor parties were in fundamental agreement on the need 
for more social services. Indeed, a Liberal Government enacted the 


* Ronald Mendelsohn, Social Security in the British Commonwealth (London, 
1954), P. 113. 
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pensions act of 1908. One writer says that “the causes of the legis- 
lative tendency lay at the very roots of Australian society in this 
period.””” 

Birch suggests that the fundamental reason was “the absence of 
an expanding frontier” similar to that in North America. True, he 
says, “There was a great deal of land to the West, but it was nearly 
all desert,” and the periodic gold rushes were not analogous to the 
steady opening of the frontier in the United States and Canada, 
which, by affording individual opportunities for migration, held 
back the development of labor parties and the demand for social 
security. “In Australia the limitation of this kind of opportunity 
led to the development of social and political attitudes very different 
from those of North America,” and those attitudes favored positive 
action by the government in providing more social services.* 


Tue Barren Periop: 1912-41 


After this active start there followed a long period in which there 
was no major social legislation. Mendelsohn aptly characterized this 
period as follows: 


Up till 1914 Australia could reasonably be looked upon as a social 
pioneer. ‘Thereafter social and political disturbances, and a widespread 
complacency caused an extraordinarily barren period for nearly thirty 
GAUES ah aici 

The best feature of the long pause in social development was the 
progress made in such matters as child welfare, provision of infant and 
maternal services, and the beginning of the school medical and school 
meals services. Here Australia probably kept abreast of other countries, 
but made little distinctive contribution.* 


This pause did not mean that there was no interest in social and 
welfare problems. On the national level, major proposals were under 
consideration a good part of the time. There were several investi- 
gations by royal commissions, a number of bills were introduced into 
Parliament, and in some cases there was extended debate. While 
no major program was started, in some fields the machinery was 
being built up, and some worth-while results were achieved. As a 

* Greenwood, Australia, pp. 178-81, 230-31. 

* A. H. Birch, Federalism, Finance and Social Legislation (London, 1955), 


Pp. 205. 
“Op. cit., p. 132. 
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result of the epidemics which raged during and after World War I, 
the Commonwealth in 1921 established a department of health, and 


throughout the twenties the government showed a continuing interest in 
many health problems. In 1927 a health portfolio was created; the de- 
partment itself steadily expanded until by 1939 it included six divisions; 
the Commonwealth laboratories and research institutes achieved notable 
successes, especially with regard to industrial hygiene and tropical diseases 

. Commonwealth research was providing answers which the State 
health departments could apply.® 


Among the states Queensland established a system of unemploy- 
ment insurance in 1923, and New South Wales started paying widows’ 
pensions in 1926 and family allowances in 1927. During the de- 
pression all] states assisted to some extent with relief activities and 
finance. 


Proposals for Social Insurance. At the federal level a royal com- 
mission in 1919 recommended a system of family allowances to 
supplement low incomes and alleviate the pressure for higher wages, 
but no action resulted. In 1924 another royal commission was ap- 
pointed to study the whole field of social security. Over the next five 
years it submitted several reports dealing with different aspects of 
the problem. In general its recommendations were for a system of 
insurance to be financed on a contributory basis and with benefits 
limited to insured members and their dependents. 

During these years the Commonwealth and the states negotiated 
at length over the problem of how to divide the responsibility for 
financing and administering any scheme that might be adopted. The 
states contended that they were not able to assume the main burden 
of financing, but they wanted a substantial role in the administration. 
To a considerable extent the latter demand was logical, if not neces- 
sary, because of the states’ extensive powers in the fields of arbitration, 
labor exchanges, and control of basic wages. On the other hand, the 
Commonwealth was reluctant to acknowledge its primary responsi- 
bility in the field and to assume the basic financial burden, but at the 
same time it pointed to the obvious need for a high degree of uni- 
formity throughout the country in regulations, administrative prac- 
tices, and benefits. On the political front, the Labor Party was 
strongly opposed to any contributory plan, while other political 
groups favored that principle. 


° Greenwood, Australia, p. 331. 
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Generally the 1920’s were a period of prosperity; while there was 
a demand for more social security benefits, it was not sufficiently 
urgent to force action in the face of the constitutional and political 
obstacles. Also, the Labor Party was weakened by the deep split 
which developed over conscription during World War I; this split 
undoubtedly was partly responsible for keeping the Party out of 
power until late in 1929. The reports of the royal commission 
were debated in Parliament in 1928, and a bill to set up a contribu- 
tory system advanced as far as the second reading but stopped there. 

The Labor Party returned to power in October, 1929, and no 
doubt would have pressed strongly for action on social security mat- 
ters had not all of its energies been required to cope with the financial 
storms of the depression. It remained in power a little more than 
two years and was on the defensive the whole time. On all of its 
major programs it was almost completely frustrated. 

Circumstances forced Labor to take drastic measures which helped 
to stabilize the situation, but it did not remain in power long enough 
to reap the rewards; the credit went to the opposition ministry which 
supplanted it in January, 1932. This period of frustration accentuated 
differences within the Labor Party and further divided and weakened 
the Party when certain of the leaders went over to the Opposition. 


The Depression. The depression hit Australia early and hard. It 
caught the country with no system of poor relief, no unemployment 
insurance, and no plan for dealing with the gigantic economic and 
financial problems which inevitably arose. The burden of dealing 
with unemployment fell primarily upon the states. Commonwealth 
aid was erratic and unplanned and was mainly in the form of loans 
to the states. The Commonwealth acknowledged no responsibility 
or unemployment relief until 1934 and then only indirectly.6 The 
tates depended heavily upon food relief and work relief to care for 
he unemployed. No accurate statistics on the cost of unemployment 
elief in Australia are available for this period, and from the way 
n which the accounts were kept it would probably be impossible to 
scertain them. One estimate is that from 1930 through 1937/38 
he total was over £111 million,’ although there were other programs 
n which there was a strong element of relief. 

°W.R. Maclaurin, Economic Planning in Australia, 1929-1936 (London, 1937), 
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"Unpublished manuscript by A. G. Colley. 
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More Proposals for Social Insurance. When the worst of the depres- 
sion was over, attention again turned toward the establishment of a 
comprehensive system of social security. The demand for action 
was now strengthened by the experience during the depression and 
by the great feeling of insecurity which had spread around the world. 
But there were still the same differences and disagreements over 
constitutional and political problems as before 1930, and the Labor 
Party was again in the Opposition. In 1937 there were two compre- 
hensive reports by British experts—one on unemployment insurance 
and one on health and pensions insurance. On the basis of the latter 
report Parliament in 1938 enacted the National Health and Pensions 
Insurance Act.® 

This compulsory, contributory plan was to cover most employed 
persons earning up to £7 per week, but not the self-employed nor 
most government employees. The plan offered limited medical and 
pharmaceutical benefits, sickness and disability payments, and pen- 
sions for widows, orphans, and the aged; it did not include unem- 
ployment insurance or family allowances. Benefits were to be related 
to contributions, with no means test. The plan was to be financed 
on a strict actuarial basis. Employees and employers were to make 
equal payments up to Is. 6d. per week, and the remainder was to be 
provided by annual Commonwealth grants estimated to reach £10 
million eventually. 

It was estimated that the number of contributors would be 
1,850,000 and that benefits would be provided to about 3,500,000, 
or over half of the population of the country at that time. Benefits 
were limited to contributors except for widows’ and orphans’ pensions 
and limited payments for dependent children. The Commonwealth 
Government, however, announced its intention of providing financial 
assistance toward medical benefits for dependents of insured persons 
and toward a supplementary scheme for the self-employed.® 

A commission was appointed to administer the Act, a considerable ' 
part of the administrative machinery was set up, and preliminary 
instructions and regulations were issued. Difficulties developed, 
however, which made it necessary first to postpone the effective date 
of the Act and ultimately to abandon it entirely. The medical pro- 

* Act No. 25 of 1938. 

° National Insurance Commission, National Insurance. A Summary of the Prin- 


ciples of the Australian National Health and Pensions Insurance Act 1938 (Can- 
berra, 1938), p. 1. 
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fession strongly opposed the arrangements for medical benefits. 
Labor opposed the plan because it was contributory and was too 
limited in scope. The farmers were indifferent to it because it did 
not include them. Then in the spring of 1939 the Prime Minister 
died and was succeeded by the former Attorney-General, Mr. Men- 
zies, who opposed the plan. About this time, too, Mr. R. G. Casey, 
Commonwealth Treasurer who had introduced the bill and led the 
fight for it, was appointed Minister to the United States and left the 
country. And, finally, World War II broke upon the world and it 
was not considered possible to proceed with the plan. Thus it hap- 
pened that Australia entered upon a second great war with little more 
social security than it had when it embarked upon the first great 
conflict twenty-five years earlier. 

The way in which the National Insurance Act was managed was 
symptomatic of the troubles within the United Australia—Country 
Party coalition which had been in power since early 1932. The loss 
of the Prime Minister weakened the coalition; there was dissension 
among the members and popular dissatisfaction with the way in 
which the war was being managed. It was inevitable that this should 
redound to the advantage of the Labor Party—the official Opposition 
and the only other major party. Mr. Menzies reshuffled his cabinet 
several times and invited the Labor Party to enter the coalition and 
form a National Government, but the invitation was declined. After 
that the days of the coalition government were numbered. 

In the fiscal year 1938/39 the Commonwealth spent £16.5 mil- 
lion for health and welfare, of which £16.0 million went for age and 
invalid pensions and £0.4 million for maternity benefits. The states 
spent £14.6 million, mostly for hospitals and, in New South Wales, 
for widows’ pensions and family allowances. Local governments 
spent only £1.2 million. The total for all governments was £32.2 
million, which was 15.3 per cent of all public expenditures and about 
3.5 per cent of GNP. Ten years earlier, in 1929, the total had been 
£21.5 million, which was 11.6 per cent of all public expenditures and 
2.4 per cent of GNP. 

A great many factors, combined in different proportions at dif- 
ferent times, were responsible for this long period of inaction on 
social security in Australia. They included (1) the constitutional 
division of powers between the Commonwealth and the states, (2) 
a strong and lasting difference of opinion between the Common- 
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wealth and the states concerning their respective duties and respon- 
sibilities for financing and administering social security measures 
under that division of powers, (3) the insistence of the United 
Australia—Country Party group on the contributory principle and the 
opposition of the Labor Party to that principle, (4) the deep split in 
the Labor Party arising out of World War I, and (5) the depres- 
sion of the 1930’s. 


BuiLpING THE WELFARE STATE, 1941-55 


Family Allowances. In 1940/41 the Menzies Government lost 
strength and failed to draw Labor into a coalition. Early in 1941, 
in an effort to bolster his political strength and to woo Labor support, 
Menzies introduced a bill to provide a system of family allowances 
(child endowment). Political expediency was undoubtedly the prin- 
cipal reason for the introduction of the measure at that particular 
time, but there was a widespread demand for a program of this kind 
and it would have been adopted sooner or later in any case. Other 
reasons which have been given for its introduction during the war 
are (1) the need to alleviate the pressure for wage increases, and 
(2) the importance of the plan as an element in the postwar recon- 
struction program. 

The plan was universal with no means test, was noncontributory, 
and was financed from general revenues. It provided an allowance 
of 5s. per week for each child in a family after the first one.*° The 
bill was quickly passed, apparently with no debate on its constitu- 
tionality, and became effective on July 1, 1941. In its first year pay- 
ments were made for over 900,000 children in nearly 500,000 families 
at a cost of £11.3 million. 

Another significant development at this time was the appointment 
of the Parliamentary Joint Committee on Social Security. This 
Committee was continued by the Labor Party and had great influence 
on later developments. 


*° Originally the basic wage was supposed to cover “about three” children in 
addition to man and wife. In a vague and uncertain way the number of children 
was reduced to two, then to one, and now, apparently, to a half, since family allow- 
ance have been extended to cover the first child, but at only half rate. The 1941 
Act abolished income-tax allowances for the second and later children, “so that 
persons earning high incomes were worse off after the Act than before—a very 
substantial concession to have been made by a right-wing party.” Birch, of. cit., 
p. 225. Later, however, income-tax allowances for children were restored. 
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Menzies’ struggle to retain power was unsuccessful and in Octo- 
ber, 1941, a Labor Government took over. Remembering its long 
period in the Opposition and the frustrations of 1929-32, the Party 
now determined that it would not let the opportunity slip through its 
fingers this time. Taking advantage of its wide war powers and 
the accumulated demand for more security, it started to build a 
comprehensive system of social security. In May, 1942, it instituted 
a scheme of widows’ pensions which was noncontributory but included 
a means test. It has never been a major program; it has never 
covered more than 45,000 persons. Its cost rose from £2.6 million 
at the beginning to over £8 million now. 


Proposed Constitutional Reforms. If the Commonwealth was to 
establish a comprehensive system of health and welfare benefits, 
there was need for broader and more specific constitutional powers. 
Such powers were included in the broad program of constitutional 
reform which the Labor Government advanced in 1942 and which 
was described in Chapter 4. After considerable delay and much 
inept management, these proposals were rejected by the voters in 


1944. 

Other Benefits. In the meantime the Labor Government did not 
wait upon additional constitutional powers. In 1943 it established 
a system of funeral benefits for pensioners. The benefit, with no 
means test, was £10 for each deceased pensioner and has not been 
changed since the beginning. The present annual cost is about 
£300,000. 

In March, 1944, two acts were passed establishing unemployment, 
sickness, and pharmaceutical benefits. The unemployment act, Aus- 
tralia’s first, was a noncontributory plan financed out of general 
revenues and carried a means test only as to income. It became 
effective July 1, 1945, and provided payments for unlimited periods 
to unemployed and sick persons. Rates varied with age and marital 
status, reaching 25s. per week for an unmarried adult and, for a 
married person, 45s. plus 5s. per child not covered by family allow- 
ances. ‘The rates remained unchanged until 1952, when they were 
doubled." In 1957 they were increased further by about 25 per 


™ The average basic wage for an adult male in the six capital cities in July, 
1945, was 96s. per week; in November, 1952, it was 2315. Thus the unemployment 
benefit for a married person in 1944 was about 47 per cent of the basic wage, 
whereas in 1952, even after it was doubled, it was only about 39 per cent. 
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cent. This also contained a provision for “special benefits,” at equal 
rates, to any person who was not eligible for unemployment, sickness, 
or other benefits and who was unable “by reason of age, physical and 
mental disability or domestic circumstances, or for any other reason” 
to earn a sufhcient livelihood for himself and his dependents. 

The Pharmaceutical Benefits Act was designed to cover the cost 
of all drugs bought on doctor’s prescriptions. It was universal in 
application, with no means test, and was to be financed from general 
funds, which were to be used to reimburse chemists for the pre- 
scriptions they compounded. In order to assure orderly administra- 
tion and to prevent abuse, it was necessary to prescribe forms and 
procedures and to establish penalties for fraud and improper prac- 
tices. The Act aroused the violent opposition of the medical profes- 
sion, and an overwhelming majority of the doctors refused to 
co-operate in administering it. 

In 1945 two more major welfare programs were established, the 
Hospital Benefits Act and the Tuberculosis Act. The Hospital 
Benefits Act established Commonwealth grants which were to be paid 
to public hospitals (operated by the states) on condition that they 
would abolish all charges for treatment in public wards and admit 
all persons to such wards without a means test. Commonwealth 
payments of 6s. per day (later raised to 8s.) were made for patients 
in private hospital or the private wards of public hospitals. Arrange- 
ments were also provided for covering hospital deficits in case these 
payments were not sufficient. This program was to undergo exten- 
sive changes in later years, as noted below. 

The purpose of the Tuberculosis Act was to wage an intensive 
campaign against this one disease. After extensive changes in 1948 
the program emerged with two main purposes: (1) to provide free 
treatment for all TB patients and (2) to provide liberal allowances 
in addition to normal sickness benefits so that the patients would 
give up work, remain isolated from their families when necessary, 
and undergo treatment for the full time required. Adequate facili- 
ties for treatment were assured when the Commonwealth agreed to 
reimburse the states for all approved capital expenditures for this 
purpose after June 30, 1948, and also to assume all approved main- 
tenance expenditures for this same purpose in excess of those of the 
base year, which was 1947/48. The allowance was purposely made 
liberal as a public health measure and not for welfare reasons. It 
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has been raised several times and stood at £9. 25. 6d. per week in 
1955; it carries a means test as to income. 


Status at the End of the War. During the seven years of the war 
period—1938/39 to 1945/46—Australia went a long way toward 
building a comprehensive social security system. She installed five 
major programs—family allowances, unemployment and_ sickness 
benefits, TB benefits, hospital benefits, and pharmaceutical benefits— 
and two minor programs—widows’ pensions and funeral benefits 
for pensioners. Commonwealth expenditures more than tripled, 
rising from £16.5 million to £53.8 million, while state expenditures 
dropped slightly from £14.5 million to £12.3 million. The total 
rose from £32.2 million to £67.4 million, which was 12 per cent of 
all public expenditures and about 4.5 per cent of GNP, contrasted 
with 15.3 per cent and 3.5 per cent, respectively, before the war. 


Pharmaceutical Benefits and a Constitutional Amendment. As re- 
lated in Chapter 4, the validity of the Pharmaceutical Benefits Act 
was contested in 1945. The High Court heard the case and handed 
down a momentous decision holding the act invalid. Almost imme- 
diately an amendment to the Constitution (Section 51, xxiila) was 
proposed, giving the Commonwealth broad powers in this field. 
This amendment was approved in the general election of 1946, 
receiving majorities in all states and a majority of 54.4 per cent of 
all votes cast. 

Parliament then enacted another Pharmaceutical Benefits Act, 
which required that all prescriptions should be written on a pre- 
scribed form. Again a majority of the doctors refused to co-operate 
and brought suit, claiming that the Act, in violation of the new 
amendment, constituted a form of civil conscription. The High 
Court, one justice disagreeing, held that the requirement of the pre- 
scription form was a form of civil conscription and pronounced the 
Act invalid.” Before further legislation could be passed there was 
a change of government. 


Labor's Postwar Program. In the postwar period Labor’s main 
efforts were directed toward providing for Australia a comprehensive 
system of pharmaceutical, medical, hospital, and dental benefits much 
like those being provided in England. The large outlines of this 


12 British Medical Association v. The Commonaealth, 79 C. L. R. 201 (1949). 
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system were embodied in the National Health Service Act of 1948,'* 
which authorized the Commonwealth to do the following things: 
(1) to make grants to medical schools to finance education and re- 
search; (2) to make grants to the states to finance hospital construc- 
tion, equipment, and maintenance; (3) with the consent of state 
governments, to take over hospitals and other state medical facilities 
and services; (4) to provide or arrange for the provision of medical 
and dental services and establish and maintain hospitals, laboratories, 
health centers, and clinics; (5) to arrange for or undertake the pro- 
vision of medical and dental supplies, appliances, and equipment; 
and (6) to establish a scheme of medical benefits. 

These plans were almost entirely frustrated by the difficulties 
which beset pharmaceutical benefits, by an acute shortage of hospital 
facilities, and by the determined opposition of the medical profes- 
sion. Before any major parts of the 1948 Act could be implemented, 
Labor was defeated in the 1949 election. The Liberal-Country Party 
coalition which took over in 1949 has attempted to provide benefits 
in most of the areas noted above, but at a slower pace and by con- 
siderably different methods. 


The Liberal Program after 1949. Under the Liberal Party after 
1949 the various social services (income-protecting) programs such 
as pensions, allowances, unemployment, and sickness benefits, have 
been continued and enlarged. In fact, in partisan political debate, 
the Liberal Party claims that it has been more generous in these 
matters than was the Labor Party. The realities are partly obscured 
here by the steep rise in prices which started in 1948; benefits had 
to be increased substantially if they were not to lose much of their 
purchasing power. Whatever the reasons, however, there can be 
no doubt that the Liberal Party has been active in increasing pensions 
and in liberalizing the conditions of eligibility. As one high official 
put it, “The politicians make capital of these benefits, and the Liberal 
Party has not been far behind the Labor Party in using them as vote 
catchers.” 

In the area of pharmaceutical, medical, and hospital benefits, the 
Liberal Party has initiated several programs which the Labor Party 
was unable to implement, but its approach has been different. Gen- 
erally, these features have characterized the Liberal programs: (1) 
The pace has been slower and more gradual; the programs have been 


*® Act No. 81, 1948. 
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limited rather than universal in application, adapted to the limited 
funds and facilities available. (2) The contributory principle and 
the co-insurance principle have been employed wherever feasible. 
With medical and hospital benefits, this has been done by encourag- 
ing or requiring membership in voluntary insurance organizations as 
a condition of eligibility for benefits. The requirement prohibiting 
charges for treatment at the public-ward level was eliminated. (3) 
Strong efforts were made to gain the confidence and co-operation of 
the medical profession. Attempts to set a compulsory scale of fees 
were abandoned. Sir Earle Page, a prominent political leader who 
is himself a physician, was appointed Minister of Health and worked 
diligently to enlist support for his programs within his profession. 
Four major programs in this area have been revised or initiated 
since 1949. In 1950 the Pharmaceutical Benefits Act was extensively 
revised. In 1951 the Hospital Benefits Act was radically changed. 
Also in 1951 a new program was initiated to provide medical and 
pharmaceutical benefits for pensioners and their dependents. Finally 
in 1953 the Medical Benefits Act was implemented after extensive 
changes. Brief descriptions of these acts are given below. All of 
these acts were consolidated into the National Health Act in 1953.’* 
In addition to these four major programs in the health feld, 
the Liberal Government has enlarged and broadened the social 
services significantly. In 1950 the family allowance scheme was 
revised to make the first child in a family eligible for benefits at 5s. 
per week, one-half the normal rate. In the same year a plan was 
initiated to provide free milk for school children at the rate of one- 
third of a pint per child per day. In 1952 unemployment and sick- 
ness benefits were doubled, raising the amount for a married adult 
to £4 10s. per week. In addition, there were increases every year 
except 1954 in the rate of pensions for the aged, the invalid, the 
blind, and widows. For the first three the rate was raised from 
£2 10s. in 1950 to £4 in 1955.4° The conditions of eligibility for 
pensions were steadily relaxed, at least in part because of rising prices. 


** Act No. 95, 1953- 

*® The average basic wage for adult males in 1955 was 236s. per week. Thus 
the £4 weekly pension was about 34 per cent of the basic wage. Almost exactly the 
same proportion between basic wage and weekly pension prevailed in June, 1948. It 
will be noted that the purchasing power of the pensions was well maintained over 
this period of great inflation in contrast with the decline in purchasing power suf- 
fered by unemployment benefits. Perhaps this reflects the different political potentials 
of the two benefits; there were very few unemployed and a great many pensioners. 
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At the same time the “perquisites” of the pensioners were increased; 
these took the form of increased allowances for dependents, free 
medical and pharmaceutical services, and hospital benefits. Despite 
sharply rising prices, there were no changes in the rates for funeral 
benefits, maternity benefits, and family allowances; in real terms 
these benefits lost about two-fifths of their value during this period. 


SraTE PRoGRAMS 


The above discussion has been concerned almost exclusively with 
Commonwealth activities. Before World War II the states were 
spending almost as much for health and welfare as was the Common- 
wealth (expenditures by local authorities were insignificant). In 
recent years Commonwealth expenditures have forged far ahead. 
Nevertheless, and despite the fact that in several cases Common- 
wealth programs took over activities which some of the states had 
started and developed, the states have maintained and increased their 
expenditures in this field. From a level of about £15 million in 
1939, state expenditures dropped below £10 million during the war. 
Thereafter they increased steadily and rapidly and reached a level 
of nearly £70 million in 1955."° 

The construction and operation of hospitals make up by far the 
largest item in state expenditures. In recent years outlays for hos- 
pital construction alone have been running at about £15 million per 
year. Other state services which are important include child and 
maternal services, relief for the unemployables, and medical and 
dental services in the schools. 


FInanciAL ASPECTS 


Table 9 shows, in summary form, how the costs of these activities 
have developed and indicates the relative financial importance of the 
different programs. It shows also the rapid growth of the health 
and medical services in the postwar period, particularly since 1949. 
The last two lines of the table show the increasing importance of the 


*° These figures on expenditures are from a special compilation made by the 
Commonwealth Bureau of Census and Statistics. 
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costs of these programs in relation to the total of public expenditures 


and to GNP. 


TABLE 9 
THe DEVELOPMENT oF HEALTH AND WELFARE Costs IN AUSTRALIA 
(£ millions) 


Social Security Programs 
1. Age and Invalid Pensions 
2. Family Allowances 
3. Maternity Allowances 
4. Widow’s Pensions 
5. Funeral Benefits for Pensioners 
6. Unemployment and Sickness Benefits 
7. Community Rehabilitation 


Total Social Security 


Health and Medical Services 
1. Hospital Benefits 
2. TB Benefits 
3. Pharmaceutical Benefits 
4. Medical Benefits 
5, Medical and Pharmaceutical Benefits 
for Pensioners 


6. Milk for School Children 
7. Benefits for Mental Institutions 
8. Miscellaneous 
Total Health and Medical 
Other Commonwealth Expenditures 


Total Commonwealth Expenditures 
State and Local Expenditures 


Total—All Governments 
Total in £ 1954/55 
Per Cent of all Public Expenditures 
Per Cent of GNP 


1938/39 | 1945/46 | 1949/50 | 1954/55 
16.0 | 27.0 | 44.6 88.0 
— 18.0 | 30.3 52.5 
0.4 2.5 3.0 3.4 
= B12 4.4 6.9 
= 0.2 0.2 0.3 
= ile 2.5 2.6 
— = 0.2 0.5 
6r4ea|© S2soy| 185.30 1) 154.2 
~ ted 6.3 9.3 
= = 0.5 5.7 
= = 0.3 9.4 
_ aa = 4.2 
— = = 3.8 
= = = 29) 
= = = 0.2 
= = = 0.3 
= Teal TASHA 350 
0.1 0.7 2.6 5.0 
16.5 53.8 | 95.4 | 194.4 
157 T3LGM NaI 73.2 
BoD er aeala7e7 ||) 267.6 
82.6 | 139.0 | 201.7 | 267.6 
15.3 12.0 19.1 Ae 
3.5 4.5 4.7 5.5 








Source: 


Commonwealth Bureau of Census and Statistics. 


In terms of cost, age and invalid pensions and family allowances 
dominate the field. They account for over two-thirds of all Com- 
monwealth expenditures in this field and for more than half of total 


expenditures for health and welfare 


. However, the four major health 


programs are growing steadily and rapidly and will undoubtedly 
account for a larger share of the costs in the future. 
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Despite the strong preference of the Liberal Party for the con- 
tributory principle, the Australian system is essentially noncontribu- 
tory. In 1943 the National Welfare Fund was set up, and in 1945 
special taxes were levied to finance the various welfare programs; 
but the taxes were essentially income taxes, the only distinguishing 
feature being that they dipped a little further into the low incomes. 
In 1950 the Liberal Government consolidated these taxes into the 
regular income taxes. The Fund is still maintained in form, but it 
has no real significance. 

In the case of the social security programs, no file is opened for 
the individual and no record is kept until he applies for a benefit. 
This practice avoids the great expense and trouble of keeping records 
for individuals but, except for maternity benefits and family allow- 
ances, which are universal, it requires the application of a complicated 
means test. It means also that the amount of the benefits depends 
upon the status of the individual rather than upon previous income 
or contributions. 

In the hospital and medical programs, a limited application of 
the contributory and co-insurance principles has been obtained in two 
ways. First, contributions have been encouraged or required by 
limiting part or all of the benefits to those who carry insurance. 
Second, an effort is made to see that insurance payments and govern- 
ment benefits do not cover all the costs but leave some part to be 
paid by the individual. In the pharmaceutical program a crude 
form of co-insurance is obtained by limiting the benefits to the costs 
of the more expensive drugs. 


SomE REsuLTs 


Age and invalid pensions constitute by far the largest program 
in this field. The number of pensioners rose from 315,782 in 1944/ 
45 to 510,186 in 1954/55—an increase of 58 per cent. In the same 
period the cost quadrupled, rising from £21.7 million to £88.0 mil- 
lion. The proportion of pensioners to total population rose from 4.2 
per cent in 1945 to 5.6 per cent in 1955.*7 The proportion of age 


*TIn common with most other countries, Australia has experienced a substantial 
increase in the relative numbers in the older age groups of the population. The 
percentages of the total population represented by those 65 years of age and older 
have been: 1911, 4.273 1921, 4.433 1933, 6.48; 1947, 8.05; 1953, 8.18. Year 
Book No. 41 (1955), p. 325. 
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pensioners (excluding the invalid) to those of pensionable age rose 
from 32.5 per cent in 1938 to 41.1 per cent in 1953, partly because of 
the transfer of some invalid pensioners to this category but mainly 
because of the liberalization of the means test. In 1953 the Director- 
General of Social Services noted that 


many people who had not applied for a small reduced pension have de- 
cided to do so because of the supplementary services now offered to pen- 
sioners; e.g., the free medical and pharmaceutical services provided for 
pensioners by the Commonwealth and the concessions, such as transport 
concessions, provided by some State governments.*® 


Family allowances, or child endowment, comprise the second 
largest program in this field. From 1944/45 to 1954/55 the number 
of endowed children rose by 200 per cent—from 920,427, or 12.5 
per cent of total population, to 2,764,167, or 30.4 per cent of the 
population. The great increase was caused by the admission of the 
first child in 1950, by the increase in the birth rate, and by heavy 
immigration. In 1953 it was estimated that payments were being 
made for 99 per cent of all children in Australia. 

Other pensions and social service programs are of minor impor- 
tance, both as to costs and as to numbers affected. Almost unbroken 
full employment has kept unemployment benefits down to insig- 
nificant proportions except in one or two years. From 11,904 bene- 
ficiaries in 1951, the number rose to 175,375 (and a cost of £4.5 
million) in 1953, but fell to 24,300 (and a cost of £0.7 million) in 
1955. 

The number of people to whom, or on account of whom, pensions 
and allowances were paid in 1955 were as follows: 


Age and invalid pensions 510,186 
Wives of invalid pensioners 19,947 
Funeral benefits 33,368 
Widows’ pensions 41,561 
Maternity benefits 208,179 
Family allowances 2,764,167 


Unemployment and sickness benefits 85,614 


Total 3,663,022 


The number of recipients was approximately 40 per cent of the 
total population. If to these are added those receiving war and 


*° Twelfth Report of the Director-General of Social Services, 1955, p. 9. 
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military pensions (over 600,000) and other miscellaneous benefits, 
it would appear that the total number of people receiving cash bene- 
fits from the Commonwealth (excluding recipients of health and 
medical services and benefits) approached one-half of the population. 
There is some duplication between several of the categories, but it 
would not seem to be large enough to affect the general conclusion. 

The health and medical programs are in earlier stages of develop- 
ment and are beset by more complex and difficult problems of admin- 
istration. The Hospital Benefits program, in particular, followed a 
very troublesome course. The policy of the Labor Government, 
in essence, was to make hospital care at the public-ward level free to 
all with no means test. The charges were abolished at a time when 
there was an acute shortage of hospital facilities. The drastic change 
in the plan of financing and rapidly rising inflation created chaos in 
hospital finances. The Liberal Government adopted a plan of pre- 
paid hospital insurance and in 1952 permitted, and even tried to 
compel, the states to restore charges for public-ward services.” 
Voluntary hospital insurance was encouraged by an extra Common- 
wealth benefit of 4s. per day for insured patients in addition to the 
basic payment of 8s. for all patients. From 1952 to 1955 the number 
of people covered by insurance doubled, rising to 5,121,277, or 56 
per cent of the total population. In 1955 there were 129 approved 
insurance organizations, which offered policies with varying benefits. 
In 1954/55 the Commonwealth paid £9.3 million in hospital benefits 
while insurance funds were paying £4.1 million, a total of £13.4 
million. State governments, however, still carry the main burden 
of hospital costs; in 1954/55 they spent £44.7 million for “Care of 
Sick and Mentally Afflicted.” 

Table 10 gives, for selected recent years, some data on the opera- 
tion of public hospitals, which include most institutions providing 
hospital care except mental repatriation hospitals and a few private 
institutions. Between 1939 and 1954 the medical and nursing staffs 
of these institutions increased by over 80 per cent; the number of 
beds increased about 60 per cent. During this period the population 


1° There were threats, explicit or implied, that unless the states made certain 
charges for hospital services, Commonwealth benefits would be discontinued. The 
Labor Government of Tasmania complied and restored charges but the Labor Gov- 
ernment of Queensland held out and refused to comply. Queensland continued to 
receive the basic 8s. per day grant but not the additional 4s. per day through Hos- 
pital Benefit Funds. It was an interesting example of an attempt by the Common- 
wealth to force its policy upon the states. 
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of the country increased about 28 per cent, so that the number of 
hospital beds increased at a rate more than double the rate of popu- 
lation growth. Total revenues of public hospitals in this period 
increased more than sevenfold, while government aid multiplied 
more than thirteen times. 


TABLE 10 
Data ON THE OPERATION OF PuBLIcC HosPITALs IN 
AUSTRALIA FOR SELECTED YEARS 





Per Cent 
Increase 
1938/39 | 1947/48 | 1953/54 | 1939-54 
Number of Hospitals 563 612 24.2 
Medical Staffs: 
Honorary 4,003 
Salaried 7 1,333 
Total 5,336 83.4 
Nursing Staffs 20,153 80.2 
Number of Beds 43,473 59.5 
Revenue (£000) 
Gov’t. Aid and Com. Benefits 13,349 
Municipal Aid 112 
Public Subscriptions, etc. 1,014 
Fees 2352 
Other 566 
Total Revenue 17,393 662.1 
In-Patients Treated (000) 720 66.8 











Source: Yearbooks. 


Table 11 gives an analysis of public hospital revenues for three 
years. It shows the great increase in the importance of government 
aid and the sharp decline of all other forms of revenue since 1939. 
It demonstrates the point Sir Earle Page has made, that when the 
government assumes full responsibility for hospitals, public dona- 
tions and other forms of revenue tend to dry up. The change in the 
importance of fees after 1947/48 reflects the emphasis upon hospital 
insurance in recent years. 

Medical benefits are administered entirely through approved 
insurance organizations, of which there were eighteen in 1955. An 
individual must carry insurance in order to participate in the Com- 
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TABLE II 
ANALYsIs oF Pusiic HosprraL REVENUES IN AUSTRALIA 
FOR SELECTED YEARS 
(Percentages of Totals) 





1938/39 | 1947/48 | 1953/54 


Government Aid and Commonwealth 


Benefits 45.3 76.7 78.0 
Municipal Aid 5.9 0.6 0.4 
Public Subscriptions, etc. 14.9 5.8 3.0 
Fees 22.6 13.5 17.0 
Other 1 Sag 1.6 

Total 100.0 100.0 100.0 


Source: Yearbooks. 


monwealth benefits. The insurance may provide benefits on a fee-for- 
service basis or on a group-contract basis. The Commonwealth pays 
a prescribed amount for each medical service received by an insured 
patient, provided the insurance organization pays at least a similar 
amount. In 1954/55 total costs of medical services to insured patients 
were paid roughly one-third by the Commonwealth, one-third by 
the insurance funds, and one-third by individual patients. The 
present scheme was started in 1953 and expanded rapidly; by 1955, 
4,154,103 people were covered, or about 45 per cent of the total 
population, and they received a total of 9,226,396 medical services. 

Since it was instituted on the present basis in 1950, the Pharma- 
ceutical Benefits program has grown steadily and rapidly. It covers 
the cost of a prescribed list (about 250 in 1955) of life-saving and 
disease-preventing drugs. These drugs are available without cost 
or a means test to all who require them. From 1951/52, the first 
full year of operation, to 1954/55, the number of prescriptions rose 
from 6,518,283 to 9,268,369 per year and the annual cost from £6.7 
million to £9.4 million. Thus on the average there was about one 
prescription per year for the specified drugs for every person in the 
country at a cost of about one pound each. 

Two major problems have arisen in the administration of this 
program. The first is a tendency on the part of doctors to overuse 
the so-called miracle drugs; the second is collusion among a few 
doctors and chemists to defraud the government. Attempts have 
been made to curb overuse by regulations which (1) limit the use 
of certain drugs to the treatment of specified diseases, (2) limit the 
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frequency of prescriptions for an individual item, and (3) set a 
maximum quantity for each prescription. For the control of collu- 
sion heavy reliance has been placed on the professional organizations 
of the doctors and chemists, but there have been several public 
prosecutions which have attracted considerable publicity. 

The Tuberculosis Benefits program has been most successful. It 
has been aided by extensive publicity, mass x-ray clinics, and a com- 
pulsory notification requirement. Four states have laws requiring 
compulsory chest examinations for everybody, but the authorities 
have been reluctant to invoke this power. The number of TB cases 
reported rose from 3,884 in 1949 to 4,948 in 1954. The proportion 
of cases arrested among those receiving allowances rose from 12 per 
cent in 1951 to 36 per cent in 1954. The death rate from TB fell 
from 24.3 per 100,000 of population in 1949 to 10.9 in 1953. The 
administrators of the programs are hopeful that they can reduce the 
incidence of TB in Australia to insignificant proportions. 

The medical and pharmaceutical program for pensioners, to- 
gether with related hospital benefits, affords comprehensive medical 
and hospital benefits for a fairly large group of people. It provides 
general medical practitioner services and all prescribed drugs to all 
who receive age, invalid, widows’, or service pensions or a TB allow- 
ance and for all their dependent wives and children. Pensioners 
and their dependents must enroll to be eligible. Doctors who wish 
to participate enroll and receive a set fee for each service. The 
Commonwealth pays the entire cost of the program. About 97 per 
cent of pensioners and dependents and over 80 per cent of the doctors 
have enrolled. A few summary figures will indicate how the pro- 
gram has developed. 

The number enrolled increased by a third, services per person 
increased by a half, and total costs almost tripled. In 1955 the 
number of prescriptions averaged almost one for each service. On 
the average each participating doctor rendered about a thousand 
services per year for which he received £552. In this short period 
there is evidence of a strong upward trend in the use both of medical 
services and drugs. 

In this program, too, there is the problem of the overuse of drugs, 
and an attempt has been made to curb it by regulation. The regu- 
lations provide that (1) not more than two benefits may be included 
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1951/52 1952/53 1953/54 1954/55 
Number of Pensioners and De- 
pendents Enrolled (000) 468.0 535-2 575-8 620.1 
Total No. Services (000) 2,334 3,532 4,168 4,721 
Average No. Services per 


Person Enrolled 5.0 6.2 7a 7.6 
No. Prescriptions Written 
(000) 1,579 2,662 39477 45419 
Average No. Prescriptions 
per Service 0.67 0.80 0.81 0.93 
Cost: Med. Benefits (£000) 1,035 1,740 2,115 2,516 
Phar. Benefits (£000) 345 707 1,011 1,295 


Total Cost (£000) 1,380 2,447 3,126 3,811 


in one prescription, (2) not more than one prescription may be writ- 
ten by a doctor for the same patient on the same day, and (3) the 
quantity of drugs permitted in one prescription and the number of 
times the prescription may be repeated are limited. 


IssuEs, PROBLEMS, AND CONCLUSIONS 


In the first decade after World War II Australia made great 
strides in expanding health and welfare services. From 1945/46 
to 1954/55, total costs quadrupled, rising from £67.4 million to 
£267.5 million. They rose from 12 per cent of all public expendi- 
tures to 21.1 per cent, and from 4.5 per cent of GNP to 5.5 per cent. 
This occurred in a period of high employment and unprecedented 
prosperity when both monetary and real incomes were higher than 
ever before and unemployment was insignificant. 

What were the reasons for the great growth of expenditures in 
this period? In part this movement was a process of catching up— 
of adopting measures which had been held up by the political 
deadlock before the war. In part, also, it was a reflection of the 
world-wide quest for greater security. Finally, partisan political 
considerations played an important part in the movement. In the 
first four years after the war the Labor Government was driving 
hard to complete its comprehensive system of security. But when the 
Liberal-Country Party coalition took over in 1949 there was no 
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noticeable change in the trend of expenditures despite some changes 
in principles and methods. In fact, the present Government has 
tried hard to convince the voters that it has been more active than 
the Labor Government in expanding benefits, services, and expendi- 
tures in these fields.”° 

Now that Australia has the major programs needed for a com- 
prehensive social welfare system, what are the principal issues and 
problems remaining? Space limits do not permit a discussion of 
this question, but a few of the problems and issues are listed below. 

A few years ago Mendelsohn listed the following as the major 
issues in these fields: (1) the extent of the responsibility of the 
community to provide income security and the level of benefits the 
country can afford, (2) how the services are to be financed, (3) the 
division of administration between states and the Commonwealth, 
(4) the means test versus universal benefits, (5) the need for and 
means of achieving a national health service, and (6) humane 
administration.” 

The means test, although not as rigid as in England, is increas- 
ingly unpopular. All parties help in relaxing it, and the principal 
disagreement is as to how and when it will be removed. But the 
inevitable result of abolishing the means test would be to make bene- 
fits universal. To make old age pensions universal would at least 
double their cost. Australian benefits are high in relation to income 
and are closely tied to the movement of prices. To make such bene- 
fits universal would entail a great increase in costs and a large 
commitment for the future. In particular it would mean a heavy 
investment in the aged at the expense of the youth of the country. 
For a young and growing country such as Australia that could have 
far-reaching implications. 

The absence of extremes in wealth and income has often been 
noted as a feature of the Australian economy. Such a feature im- 
poses strict limits on what can be accomplished in the redistribution 
of incomes through social security measures. Mendelsohn notes 
that 

*° A conservative government is in a better strategic position than a Labor gov- 
ernment to use pensions and allowances for political advantage. When it proposes, 
largely for political purposes, a substantial increase in benefits, Labor cannot oppose 
the increase on its merits since it has a basic commitment in favor of larger benefits. 
Labor can only claim that the increase comes too late and for political ends, but it 


dare not vote against it. 
* Mendelsohn, of. cit., p. 155. 
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demands for extra pensions are regarded by their proponents as attempts 
to redistribute the national income in favor of the poor; but . . . a con- 
siderable proportion of social service expenditures is derived from taxation 
of lower income groups, and there are severe limits to the process of 
“soaking the rich.” 


One major problem posed by the large amount of welfare ex- 
penditures is their effect upon savings. Australia has an acute need 
for investment funds to finance her development program. It has 
often been pointed out that the means test for age pensions operates 
to penalize thrift; the person who saves disqualifies himself for a 
pension. This point has been made without regard to inflation; the 
presence of inflation strengthens the point in two ways. As one ob- 
server has said: 


Inflation begets inflation in so far as it is foreseeable. When people know 
that money will decline they will not save. ‘Today in Australia continuing 
inflation is regularly used as a selling argument, even on commercials. It 
is hard to refute.?* 


The person of modest income thus faces the prospect that infla- 
tion may erode his savings as well as disqualify him for a pension. 
On the contrary, if he does not save he may be entitled to a pension 
which, by political action, has not only been protected against the 
effects of inflation but which actually increased in purchasing power 
by over 60 per cent between 1929 and 1956.” 

Health and welfare expenditures have accentuated the problem 
of federalism in Australia. Before World War II Commonwealth 
expenditures were less than 40 per cent of all public expenditures in 
the country. At that time the federal government was making a 
little over half of all expenditures for health and welfare purposes, 
Since that time the Commonwealth has multiplied its expenditures 
for health and welfare about twelvefold—more than for any other 
single function, even including defense. Its proportion of health 
and welfare expenditures has risen to almost three-fourths, and its 
proportion of total public expenditures stands at nearly 65 per cent. 

*? Tbid., p. 159. 

°° The Australian Financial Review, Jan. 9, 1958, p. 4. 


** Based on 1929 as 100, the “C” Series Retail Price Index and an index of the 
rate of age and invalid pensions have moved as follows: 


1929 1939 1945 1948 1950 1952 1954 1956 


Retail Prices 100 89 109 125 rsx 213 225 245 
Pension Rates 100 100 135 187 212 300 350 400 
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The need for money to finance the health and welfare programs is 
one of the principal factors which make it difficult to release any 
major source of revenue to the states and therefore works toward 
a continuance of Uniform Taxation. Since there is very little chance 
of any decline in health and welfare expenditures, either absolutely 
or relatively, this amounts to a permanent shift in the “center of 
gravity” of public expenditures from the states to the Commonwealth. 

Large expenditures for health and welfare purposes also have 
an important bearing on the fiscal policy which the national govern- 
ment is able to pursue. The usual goal of fiscal policy is to manage 
the government’s finances so that they will act as a counterweight to 
offset to some extent the fluctuations in the private economy. The 
attainment of this goal requires, among other things, that govern- 
ment expenditures be increased in depressions and reduced in periods 
of boom or inflation. To some extent, health and welfare expendi- 
tures may act as “built-in stabilizers,” especially in periods of depres- 
sion. Unemployment insurance payments and relief expenditures 
automatically increase in depressions. Other cash benefits remain 
fixed in nominal amounts and, if prices fall, increase in real terms. 
So it would seem that in periods of depression extensive health and 
welfare programs, in their very nature, encourage adherence to sound 
fiscal policy. In periods of inflation the probable results are not so 
clear. It is true that unemployment and relief payments will decline, 
but the total may not decline for two reasons. First, the larger 
revenues which the government will be receiving will produce strong 
demands for liberalization of benefits—easing of the means test 
(which will be almost necessary if prices rise substantially) and 
widening the conditions of eligibility. Second, it is the unwritten 
law that when prices rise the rate of pension payments must rise at 
least as much. Since the numbers involved here are large, any 
significant rise will more than offset automatic declines in other pay- 
ments. Further, these payments bring about a redistribution of 
income, and the payments go to those who have a high propensity 
to consume and a low propensity to save, thus strengthening the 
forces of inflation. This argument is frequently used, and properly 
so, as an argument to show that programs of this kind produce a 
desirable effect in a period of depression. The same force is at work 
to produce an undesirable effect in an inflationary period. In sum- 
mary, pee expenditure programs for health and welfare aid a 
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government in fighting a depression but hamper it in fighting an 
inflation and may even force it to follow policies which aggravate 
the inflation. 

Finally, large expenditures for health and welfare introduce an 
element of inflexibility into a country’s budget and reduce its ability 
to channel its resources into new lines which may appear desirable 
in the future. Australia is a young and rapidly developing country, 
and its economy needs all the flexibility possible so that it can take 
advantage of changing circumstances. That may require, as it has 
in the past, substantial aid from the government. But when a coun- 
try undertakes extensive welfare programs, it makes broad commit- 
ments and gives hostages to the future. The burden of expenditures 
for debt service may be reduced by paying a part of the debt, by the 
country “outgrowing” the debt, or by inflation. Heavy defense 
expenditures may be alleviated by a fortunate development in the 
international field. Large outlays for development may decline 
when a country reaches a certain stage of economic development. 
Similar developments may reduce the burden of other expenditures 
which are heavy at any given time. But welfare expenditures are 
in a different category; once started they decline neither in boom 
nor in depression, neither in war nor in peace. Instead, they move 
inexorably upward, sometimes slowly, sometimes more rapidly. They 
are pushed up by both economic and political forces, and the more 
evenly balanced the political parties are, the greater is the chance that 
welfare expenditures will be used as a weapon by both parties. Per- 
haps it has been the growing importance of welfare expenditures in 
the total of public expenditures which, more than any other single 
factor, has changed the characteristics and behavior of public expendi- 
tures in the past twenty years. 








Expenditures for Education 


THE support of a system of public education is a traditional and 
important function of government. The Australian states have long 
had systems of free and compulsory education at the public-school 
level, and each of the six states operates a number of technical col- 
leges and at least one institution at the university level. 

According to the constitutional division of powers, education is a 
responsibility of the states, but the Commonwealth has been increas- 
ing its outlays for education in several directions. A constitutional 
basis for most of these expenditures of the Commonwealth may be 
found in the powers of the federal government to control the affairs 
of territories and to make grants to the states. The constitutional 
basis for the Commonwealth Scholarship Scheme (described below) 
is not entirely clear; it may represent an exercise of the “general” 
spending power of the Commonwealth as discussed in an earlier 
chapter. 


Tue EpucaTIONAL SYSTEM 


Administration of the educational system except for the univer- 
sities is highly centralized in each state under a Minister of Educa- 
tion or Public Instruction. Local governments have never played 
any significant part in the process. As one writer stated in 1939, 
local authorities have neither the finances nor the inclination to under- 
take the maintenance and supervision of schools, so the inspectors 
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must “assist the teachers in his district to develop local interest and 
enthusiasm.””* 

Each of the states has a compulsory attendance law. In four of 
the states it extends from ages six to fourteen; in one it extends to fif- 
teen and in one to sixteen. In three of the first four states the laws 
have been amended to provide for the extension of the compulsory 
school age to fifteen, but the dates on which the amendments will 
become effective depend upon executive action which has not yet been 
taken. Schooling may be in either government schools or in private 
schools. The full-time employment of children of school age is pro- 
hibited by law. 


Infants and Primary Schools. It is customary for children to begin 
school at the age of five, attending first an infants’ school for three 
or four years. These may be separate schools or departments of 
primary schools. At the age of eight or nine, the pupils normally 
transfer to a formal primary school in which they spend from four 
to five years. 

In the primary schools, according to an official description, 


The main emphasis . . . lies, as it always did, on the tool subjects (reading, 
writing and arithmetic) and ... oral language. Since 1929, however, the 
methods of teaching have undergone considerable changes . . . . In gen- 
eral, it is true to say that in 1951 there was less emphasis on results, and 
that basic skills are taught at a somewhat later stage. At the same time, 
the curriculum has been broadened.” 


Secondary Schools. At about the age of twelve or thirteen, students 
usually transfer to a secondary school, which may be a separate 
school or a department of a school which combines primary and 
secondary work. In many places the work at the secondary level is 
divided into academic high schools and junior technical schools or 
home science schools. Students who have the ability and wish to 
take the classical subjects or to prepare for university work go to the 
academic high schools, where the curriculum is based on the matricu- 
lation requirements of the universities. Others go to the technical 
or home science schools where the curriculum is based on vocational 
subjects, 

* E. W. Easton, “The Educational Services,” in W. G. K. Duncan (ed.), Social 


Services in Australia (Sydney, 1939), p. 39. 
* Yearbook No. 41 (1955), p. 394. 
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In most places students, at the end of the eleventh year of school 
work, are eligible to sit for the examination for the “leaving certifi- 
cate,” the equivalent of a high-school diploma. Those who wish 
to go to a university usually take a twelfth or “matriculation” year 
of work, which permits many of them to complete work for a uni- 
versity degree in three years. 

Before World War II school attendance dropped off rapidly after 
the end of the compulsory attendance period, and enrollment in 
secondary schools was comparatively small. In 1937 total enroll- 
ment in government secondary schools was equal to only about 14 
per cent of the enrollment at the preschool and primary levels. By 
1953 this figure had risen to nearly 19 per cent despite a dispro- 
portionately large rise in the number of children at the primary 
ages. The reasons for the low figure before the war were several: 
(1) In some cases students could not qualify for academic high 
schools, and technical or vocational schools were not available. (2) 
In some states education at the secondary level was not entirely free, 
and fees were charged. (3) It was a general practice for students 
to leave school early and start to work. Since the war there have 
been changes in all of these conditions, and attendance at secondary 
schools has risen faster than attendance at the primary level. 


Technical Education. In Australia there are about 140 “senior tech- 
nical colleges” which offer training in industrial, commercial, and 
agricultural occupations and the plastic arts and homecrafts. The 
students in these colleges, about 170,000 of them, are usually en- 
rolled for part-time and evening work while they carry on their jobs. 
The development of these colleges was stimulated by the depression 
and the war, both of which emphasized the need for technical train- 
ing. During and immediately after World War II the Common- 
wealth provided substantial assistance to the states to promote this 
type of instruction. 


Teacher Training. Australia has long had a systematic program for 
recruiting and training teachers for the government schools. Stu- 
dents who wish to become teachers may attend teacher’s colleges or 
the universities without the payment of fees and may receive allow- 
ances up to £200 per year in return for a promise to teach a certain 
number of years. There are fifteen teachers’ colleges, and in addi- 
tion teacher training is given in the universities. Primary teachers 
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take a two-year course in teachers’ colleges after the completion of 
high school. Secondary teachers take one year of professional train- 
ing after receiving a university degree. 

As an example of expenditures in this category, New South 
Wales in 1955 spent £670,000 for scholarship allowances for trainee 
teachers and a total of £1.2 million for all teacher training. 

Nearly half of all teachers in the government schools are men, 
and the ratio has risen since 1929. During the depression men were 
given preference by deliberate policy. Perhaps another reason for 
the high proportion of men is the traditional differential between 
wages for males and females, which gives a substantial advantage 
to men. 


Private Schools. In addition to the government schools, there are 
in Australia nearly 2,000 private schools which provide instruction 
at the primary and secondary levels. Their enrollment is about 
400,000, or roughly one-fourth of all students in primary and second- 
ary schools. These are mostly church schools, the Roman Catholic 
Church accounting for about three-fourths of the schools and stu- 
dents. The Church of England is the only other denomination 
which operates any substantial number—over 120—while nearly 200 
are nondenominational. These schools receive no grants or other 
financial assistance from public authorities, and they thus relieve the 
states of a very substantial portion of their educational burden. 


Universities. Before World War II there was a state university in 
each of the capital cities and a small university college in the New 
England section of New South Wales and another in Canberra. 
These institutions had a combined teaching staff of about 1,300 and 
a total enrollment of 14,236, or about 21 students per 10,000 of 
population. Total receipts, general and special, came to about 
£990,000, or about £70 per enrolled student. A little more than a 
third of the total came from government grants and about a fourth 
from student fees. Enrollment in the six universities ranged from 
less than 500 in Hobart to about 4,500 in Melbourne. The larger 
universities offered a wide range of work at the undergraduate level 
but very little postgraduate work; students desiring advanced degrees 
almost always went to Europe, particularly the United Kingdom, 
for their work. 
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After the war large outlays were made to provide for a greatly 
increased number of students and to provide facilities for postgraduate 
and research work. New England University College was converted 
into a university, and two new universities were established—the 
New South Wales University of Technology and the Australian 
National University. The demands upon the universities in the 
postwar period may be indicated by a glance at the enrollment figures. 
Compared with less than 15,000 before the war, enrollment in 1946 
was 25,585. From that point it rose to a peak of 32,453 in 1948. 
As returned servicemen and women completed their training, enroll- 
ment declined steadily to a low point of 28,792 in 1953; thereafter 
it mounted rapidly to a new high record of 34,465 in 1956. 

The 1956 enrollment was nearly two and a half times the prewar 
figure and was equal to about 36 per 10,000 of population, contrasted 
with 21 in the earlier period. The combined teaching staff of the 
universities in 1956 was about 3,700, or nearly three times the pre- 
war figure. Total receipts, which now included large capital outlays, 
amounted to £13.9 million, or about fourteen times the 1939 figure; 
this was equal to about £400 per enrolled student, or nearly six times 
the earlier figure. About three-fourths of the 1956 receipts came 
from government grants and less than one-eighth from students’ fees. 


CoMMONWEALTH ParTICIPATION 


Before World War II the Commonwealth participated in edu- 
cational activities and expenditures only to a negligible extent. Since 
the war it has initiated and developed several important activities, 
and the trend is toward increasing participation by the Common- 
wealth. 


Universities Commission and Office of Education. The Common- 
wealth has created two agencies to administer its work in the field of 
education. The Universities Commission was created in 1943 to 
assist students who had been deferred from military service to train 
themselves for scientific and technical work. After the war it was 
given the task of administering the Commonwealth Reconstruction 
Training Scheme. Since then it has developed and now administers 
the Commonwealth Scholarship Scheme and has the duty of advising 
on matters affecting university training and other educational matters 
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which may be referred to it, but ot on the question of Common- 
wealth financial aid to universities. 

The Commonwealth Office of Education was created in 1945. 
It advises the Commonwealth on educational matters, particularly 
financial aid to the states for educational purposes. It handles ex- 
ternal relations in the educational field, particularly activities in 
UNESCO and the Colombo Plan. In addition it co-ordinates the 
educational activities of the Commonwealth, supervises the education 
of migrants and natives, undertakes research and provides statistics 
on educational matters, and administers several grants for educa- 
tional activities. 


Assistance at Public School Level. At the public school level the 
Commonwealth provides financial assistance in three forms, one direct 
and two indirect. The direct expenditure provides public-school 
education in the Northern Territory and the Australian Capital 
Territory. In 1955 this amounted to more than £400,000. 

The first form of indirect assistance is included in the formula 
which governs the distribution of the tax-reimbursement grants to 
the states. Immediately after the war that distribution was made 
according to a stated table of percentages based on amounts the dif- 
ferent states had collected from the income tax before the war. 
Beginning in 1948 the distribution was gradually shifted to a basis 
of “adjusted population,” and since 1958 it has been entirely on that 
basis. Adjusted population is composed of (1) the actual population, 
plus (2) four times the number of children aged five to fifteen years, 
plus (3) an adjustment factor which takes into account the sparsity 
of population. In this system those states which have a large number 
of children of school age and those in which the children are widely 
dispersed receive larger grants. These funds are in no way ear- 
marked for educational purposes, but they do add to the general 
funds available to the states. 

A still more indirect form of assistance—really a negative ex- 
penditure—is a deduction which the Commonwealth allows in the 
computation of income taxes. This was originally made in 1952 and 
allowed an individual to deduct expenses, up to £50, actually paid 
to schools on behalf of dependent children under the age of twenty- 
one years who were receiving full-time education. This allowance 
was estimated to reduce revenues by the amount of £1.5 million 
annually. The next year the amount of the deduction was raised to 
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£75, and the coverage was extended to include “all kinds of necessary 
expenditures in connection with” education, such as boarding charges, 
textbooks, and fares to and from school. The 1953 concession was 
estimated to reduce annual revenues by an additional £1,950,000. In 
1956 the maximum deduction was raised to £100 at an estimated 
additional cost to revenues of £550,000. The total cost of the con- 
cession is now officially estimated at £4 million, but one very com- 
petent authority, in a personal communication, has stated that, “I 
believe it to be at least 50% higher than this.” Thus in this indirect 
way the Commonwealth is contributing something like £6 million 
per year to help defray the costs of education. 


Canberra University College. Canberra University College was 
established at the national capital before World War II as a branch 
of the University of Melbourne. One of its primary purposes was 
to make undergraduate instruction available to civil servants living 
in the capital. From time to time the Commonwealth has assisted 
the College in various ways. In 1955 assistance in the form of a 
grant-in-aid and scholarships amounted to approximately £80,000. 


Australian National University. In 1946 Australia undertook a most 
ambitious project in the educational field—the establishment of a 
major national university devoted to postgraduate training and re- 
search. The university is located in Canberra, and the plans provide 
for an elaborate and impressive physical plant. At present the Uni- 
versity is composed of four major schools in the fields of medicine, 
physical sciences, social sciences, and Pacific Studies. The original act 
provides for a statutory grant of £325,000 per year for operating 
expenses plus supplementary grants. In recent years the supple- 
mentary grants have exceeded the statutory grants, and the total 
has risen from £600,000 in 1952 to an estimated £965,000 for 1957. 
In addition large appropriations have been made for construction, 
and by the end of 1956 over £6 million had been spent for buildings 
and equipment. In 1956 the teaching and research staff numbered 
111 and the total staff about 450. The number of students in resi- 
dence has grown as follows: 1953, 46; 1954, 71; 1955, 76; and 1956, 
74. Of the 74 students enrolled in 1956, 42 were from overseas. 
Through 1956 the University had conferred 15 Ph.D. degrees and 
4 M.A. degrees.* 


* Report of the Council of the Australian National University for the Year 
Ending 31st December, 1956 (Canberra, 1957), pp. 50, 52, 54, 56. 
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Grants to State Universities. In 1951 Australian universities were 
facing difficult times. Enrollments were declining as ex-servicemen 
completed their training under the Reconstruction Training Scheme. 
At the same time prices were rising rapidly. To meet this situation 
the Commonwealth took two major steps; it established a systematic 
plan of grants to state universities, and it initiated a nation-wide 
scholarship plan. 

In 1926 the Commonwealth began making grants to the univer- 
sities in varying amounts for research, but the amounts were not 
large and the operations were not on any systematic basis. The 1951 
act replaced these research grants with a system of general, unre- 
stricted grants to be made according to a specific formula. One thing 
which some Commonwealth authorities feared and wished to avoid 
was that support from the states and other sources would decline if 
the Commonwealth began to make substantial grants to the universi- 
ties. To guard against this contingency, the act provided that each 
university would have to receive from the state or other sources a 
specified amount before it could qualify for a Commonwealth grant. 
If a university receives from other sources amounts above the quali- 
fying amount, it can claim an additional grant of £1 for each £3 it 
receives from other sources. The amount of these grants has risen 
rapidly from £1.1 million in 1953 to an estimated £2 million in 1957. 


Commonwealth Scholarship Scheme. The second measure adopted 
in 1951 was the Commonwealth Scholarship Scheme. This plan, 
administered by the Universities Commission, provides for the 
awarding of 3,000 scholarships each year to students who wish to 
attend colleges and universities. They are allocated among the states 
according to population. Awards are made on the basis of the stu- 
dents’ records in secondary school with no regard to need. The 
monetary value of each scholarship, however, is variable according 
to need. The scholarships cover fees, transportation, and, in some 
cases, living allowances. Effective in 1958, the maximum living 
allowances for scholars living at home were £195 per year; for 
scholars living away from home, £299 per year; plus additional 
amounts for married scholars. In 1956, 9,635 scholarships were in 
effect at an annual cost of £1,102,771, indicating an average of about 
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£114 per scholarship. Of the total, £721,459 was laid out for fees 
and £332,235 for living allowances.* 


Tue Murray ComMMItreE Report AND ProGRaM 


Despite the different forms of Commonwealth aid described 
above, the universities were not able to keep abreast of the demands 
upon them and after enrollments began to increase in 1954 they 
faced very difficult financial problems. Early in 1957 the Prime 
Minister appointed a committee, which came to be known as the 
Murray Committee, to survey the problems of the universities and 
recommend action to alleviate them. The Committee was composed 
of two Englishmen and three Australians. The two Englishmen 
were Sir Keith Murray, Chairman of the University Grants Com- 
mittee of Great Britain, and Sir Charles Morris, Vice Chancellor of 
the University of Leeds. The three Australians were Sir Ian Clunies 
Ross, Chairman of CSIRO; Mr. A. J. Reid, Chancellor of the Uni- 
versity of Western Australia; and Mr. J. C. Richards, Assistant 
General Manager of B. H. P. 

The Committee reported in November, 1957. It found that 
Australia was facing a grave shortage of university graduates and 
that the demand for graduates was growing faster than could be 
supplied with available facilities. Contrasted with approximately 
36,000 students enrolled in 1957, the Committee foresaw enrollments 
of 70,000 in 1965 and 80,000 in 1967 if facilities were available. It 
found that buildings and equipment were inadequate, that there was 
much overcrowding, and that staff salaries were too low. Finally, 
as summarized by the Prime Minister, 


. . . the committee has been inevitably struck by the ever-increasing budg- 
etary difficulties of the universities, difficulties which beset and hamper the 
mere carrying on of their present activities—present activities being 36,000 
students, not 70,000 or 80,000 students. They have also reached the 
conclusion that the capital provision for the universities must be dramati- 
cally increased if the future is to be looked at with anything less than 
despair. “They recommend that the commonwealth should enter the field 
of capital provision.® 

“Of the 9,635 people holding scholarships, 1,071 received full living allowances, 


1,416 received less than full living allowances, and 7,148 received no living allow- 
ances. 


* Hansard, Nov. 28, 1957, p. 2698. 
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The Committee recommended the establishment of an Australian 
University Grants Committee which would (1) develop a national 
policy with respect to universities, (2) co-ordinate the work of the 
universities, (3) co-ordinate the work of the Commonwealth and 
state governments in this field, (4) examine proposals for new insti- 
tutions, and (5) plan university development generally. It would 
be the duty of this Committee to recommend kinds and amounts of 
Commonwealth financial assistance. But much time would be re- 
quired before such a committee could be fully effective and quick 
action was necessary if the financial position of the universities was, 
in the words of the Murray Committee, “not to be catastrophic.’”® 
So the Murray Committee recommended a program of greatly in- 
creased Commonwealth aid to cover a period of three years until the 
proposed Grants Committee could be in a position to assume its full 
responsibilities. The main elements of this financial program are 
outlined below. 

The Prime Minister immediately presented the Report to Par- 
liament and announced that his Government was accepting substan- 
tially all of its recommendations and would put them into effect as 
quickly as possible. He received an enthusiastic response unmarred 


TABLE 12 
COMMONWEALTH EXPENDITURES FOR UNIVERSITIES FOR 1955-57 
AND PROPOSED FOR 1958-60 


(£ 000) 





1. Regular grants to state universities 


2. Ordinary grants to Canberra University College 582 
3, Appropriations to Australian National University 4,396 
4. Unmatched emergency grants to state universities 4,500 
5. Unmatched emergency grants to C. 67 
6. Grants to increase staff salaries in state universities, 
(e Ci, and AD Naw: 712 
7. Capital expenditure grants for buildings in state 
universities 6,270 
8. Grants for capital expenditures at A. N. U. 1,070 
9. Grants for equipment at state universities (16% of 
grants for buildings) 1,003 
10. Capital grants for residential colleges in state universities 600 
Total 27,702 





Source: Hansard, Nov. 28, 1957, pp. 2699-2701 
° [bid., pp. 2695, 2698. 
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by a single voice of criticism, even from the Opposition. He said 
that the proposed Committee would be called the Australian Univer- 
sities Committee and not a “Grants” Committee, since its functions 
would be much broader than the recommending of financial aid. 
He then proceeded to outline the details of the three-year program 
of Commonwealth financial aid which he proposed to put into effect. 
These are summarized in Table 12. 

Several features of the Commonwealth program are worthy of 
note. First, the Prime Minister disclaimed any intention of assum- 
ing for the Commonwealth any basic responsibility for education. 
“We are not promoting any idea that the legislative power over 
education should, by a constitutional amendment, be transferred to 
the Commonwealth.”” The Commonwealth was acting only because 
of the urgent need for more facilities at the university level and the 
inability of the states to meet that need. Second, the regular recur- 
rent grants to state universities were to be increased by a cumulative 
10 per cent but the former conditions were to remain in effect. That 
meant that each university would have to receive, from fees and other 
sources, a certain amount before it could qualify for Commonwealth 
aid; thereafter it could claim £1 of Commonwealth aid for each £3 
from other sources. Third, in recognition of the critical financial 
position of the state universities, special unmatched grants were 
provided, amounting to £4.5 million over the three years 1958-60. 

Fourth, a very significant precedent was set when the Common- 
wealth made available grants for capital outlays on buildings and 
equipment amounting to over £7.3 million for the three years. These 
are on a pound for pound basis except in Western Australia and Tas- 
mania, where the Commonwealth provides 25s. for each pound 
provided by the state. The Prime Minister made it clear that these 
grants were to be only for additional outlays, over and beyond nor- 
mal programs. 


I want to make it clear that capital provision by the Commonwealth as- 
sumes, and is indeed conditional upon, the carrying out by the States of 
their normal contemplated programmes. "The Commonwealth capital 
grants are to be, in net terms, additional and not by way of replacement 
of State expenditure.® 


The capital grants for equipment are equal to 16 per cent of the 
grants for buildings. 


" [bid., p. 2695. * Ibid., p. 2700. 
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Fifth, the program recognized the need for higher salaries for 
staff members. It was recommended that the increases should be 
£500 for professors and proportional amounts for other members. 
It was estimated that this would require an outlay by the state uni- 
versities of £750,000 for the three years, of which the Common- 
wealth would bear one-fourth, or £187,500. Finally, it was recog- 
nized that some changes might be needed in the Commonwealth 
Scholarship Scheme although through that Scheme the Common- 
wealth was already paying the fees of at least one-third of all students 
in the universities. The Prime Minister promised that the matter 
would be studied. 

The whole program contemplated an increase in Commonwealth 
expenditures for universities from £11.4 million in the period 1955- 
57 to £27.7 million in 1958-60. For state universities alone, the 
increase was from about £6 million to nearly £22 million, or, on an 
annual basis, from £2 million to nearly £7 million. This was a giant 
stride toward making the Commonwealth the principal source of 
funds for the state universities. 


ToraL Pusiic ExpPpENDITURES FOR EDUCATION 


Table 13 shows that total public expenditures for education in- 
creased from a little over £12 million in 1929 to nearly £94 million 
in 1955—nearly an eightfold increase. The increase from 1939 to 
1955 was over sixfold. These increases were roughly equal to the 
increases in all public expenditures in the same periods; consequently, 
except for the war years, expenditures for education expressed as a 
percent of total public expenditures remained remarkably stable at 
between 6 and 7 per cent. In 1955 educational expenditures were 
about half as much as expenditures for defense and about one-third 
of those for health and welfare. 

In the state primary and secondary schools expenditures were 
approximately £16 per student in average daily attendance in 1939; 
by 1954 they had risen to £62—approximately a fourfold increase. 
Deflated for price changes and expressed in 1955 pounds, the increase 
was from £41 to £63—approximately a 50 per cent increase. 

Expenditures at the university level, as measured by university 
receipts, increased much more rapidly—from £1 million in 1939 to 
£13 million in 1955, or a thirteenfold increase. Per student enrolled, 
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expenditures increased from £70 to £400 in current pounds and from 
£180 to £400 in 1955 pounds, an increase of 122 per cent. These 
figures show both the increased emphasis on university education and 
the much greater cost of instruction at the higher level. 

In 1954 Australia was spending for education an amount equal 
to 1.8 per cent of GNP. This figure was lower, and in most cases 
much lower, than the figures given by Martin and Lewis for expendi- 
tures for education in the five other countries in comparable stages 
of economic development. Those figures ranged from 2.1 for the 
United States to 5.4 per cent for Sweden.® 

In the immediate postwar period a number of factors combined 
to give education a low priority among public expenditures in relation 
to need. The need was greatly increased by a high birth rate, a 
large immigration program, and a higher percentage of students 
going on to the university level. On the side of finances, support was 
restricted by the severely limited resources of the states, which were 
almost entirely responsible for educational expenditures; this was 
due to several factors, among which the most important were Uni- 
form Taxation and railway losses. At the Commonwealth level 
interest was absorbed by more spectacular programs such as those for 
development, welfare, and immigration. In any event it is evident 
that Australia fell behind in expenditures for education, both in 
relation to the need and in relation to what other comparable coun- 
tries were doing. Only in recent years has the situation become 
sufficiently critical to command public attention and governmental 
action. The Commonwealth acted in 1957 to alleviate the situation 
at the university level, but no such dramatic action has yet been taken 
at the primary and secondary levels. Will they also require action 
by the Commonwealth? 

Table 13 shows the increased participation of the Commonwealth 
in the field of education. Commonwealth expenditures increased 
from a negligible amount in 1939 to £2.4 million in 1955. In fact 
the increase was much greater than that, for the latter figure does 
not include the grants to the state universities which are included 
under grants to the states. If these are included, the total for the 
Commonwealth would be nearly £4 million. 

Here, as in several other instances, the Commonwealth has en- 
tered a new field and has made commitments which will require it to 


* Martin and Lewis, of. cit., pp. 233-34. 
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supply increasing funds over the years. The Committee of Public 
Accounts considered this problem at some length in 1956 and arrived 
at the conclusion that 


. . . the main source of finance [of the universities] will have to remain 
the same as at present. “The result is that if the needs of the universities 
are to be met, and even if the governmental proportion of the total finances 
remains the same as at present, governments will have to bear a rapidly 
increasing burden of university finance. From this obligation Your Com- 
mittee see no escape. The Commonwealth is now inextricably associated 
with the provision of funds for universities and will therefore find it neces- 
sary to contribute its share.’° 


This was prophetic of the action of the Murray Committee in 
1957 in which the Commonwealth found that its share was a very 
large one. 


CoNCLUSION 


The financing of public education has become a general, orthodox, 
and basic function of government in most countries of the world. 
The continuation and maintenance of such expenditures in Australia 
during the period under study certainly requires no special explana- 
tion or justification. There were three features of the developments, 
however, which may hold some significance to the student of public 
expenditures. 

The first was the failure of the expenditures for education to 
increase in accordance with the need and in proportion to the growth 
in other countries similarly situated. Education is one of the “social 
services” in the broad meaning of the term and Australia has placed 
considerable emphasis on that type of services. Perhaps the lag in 
educational expenditures was attributable in some measure to com- 
petition from other social services for public funds. 

The second feature has been the growing importance of the 
federal government as a source of funds for education. This was 
part of a larger development which brought about a great shift of 
financial power from the states to the federal government. In 
Australia this movement was accentuated by (1) the fact that the 


*° Joint Committee of Public Accounts, Twenty-Sixth Report, Commonwealth 
Office of Education (Canberra, 1956), p. 32. 
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states had almost the entire responsibility for financing education 
and were not assisted by local governments, and (2) Uniform Taxa- 
tion and the severely restricted taxing powers of the states. 

The third feature of significance was the establishment by the 
federal government of the Australian National University, an insti- 
tution devoted entirely to graduate training and research. This is 
a unique experiment, projected on a large scale for a country the 
size of Australia. Its development will be followed with interest, 
both by students of education and students of public expenditures. 








Transportation 


THE DEVELOPMENT of transportation facilities is a major problem in 
any young and growing country. In Australia the problem is greatly 
accentuated by the vast distances and the small population in relation 
to the land area. In a recent study of transport costs one agency, by 
adopting a very broad concept of transport activities and costs, ar- 
rived at the conclusion that about one-sixth of the work force was 
engaged in domestic transport activities and that cash expenditures 
for such activities were about one-third of the national income.’ The 
broad concept employed caused a considerable over-statement of the 
importance of the problem, but there can be no doubt that transpor- 
tation is of very great importance. Further, the above study did not 
include the costs of international shipping, which are of great sig- 
nificance to Australia because of its geographical location. 

The enormous size of the problem has meant inevitably that the 
government has had to play a leading part in providing transporta- 
tion facilities. The late date at which the Commonwealth was created 
and the constitutional allocation of functions combined to place the 
principal burden on the states, although in recent years the Common- 
wealth has been playing an increasingly important part in the field. 
Except in the case of highways, most transport operations are con- 
ducted by semi-autonomous boards, commissions, corporations, or 

* Australian Transport Advisory Council, The Costs of Transport Operation in 
Australia (Melbourne, 1955), mimeographed (cited hereafter as ATAC Study), 
PP. 3-4, 95. This chapter draws heavily on this study, which was issued by the 
Commonwealth Department of Shipping and Transport. 

As one example of the coverage of the concept of transport costs used in the 


Study, it includes the costs of manufacturing, selling, operating, and repairing motor 
vehicles, both private and public. 
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other such agencies, so that many of the expenditures do not appear 
as direct outlays by the governments involved. This fact, plus the 
lack of complete data in many cases, makes it impossible to present 
complete and accurate data on government expenditures in this field. 
In the discussion of individual types of transportation below, data 
have been gathered from many different sources, and often they are 
not on the same basis as the total given in the general tables of the 
study. 


RalLways 


Australia’s railway network amounts to about 26,600 route miles, 
consisting of 24,400 miles in six state systems and 2,200 miles in the 
Commonwealth system. The earliest efforts toward railroad building 
were made by private companies, but the unfavorable economic 
environment compelled governments to take over; so, with very 
minor exceptions, the system has been publicly owned from the be- 
ginning. The first trains were operated in 1854. Growth was slow 
at first; total mileage amounted to only 1,030 by 1871. Thereafter 
the pace of construction increased, and by 1911 total mileage was 
23,396. The maximum of a little more than 27,000 miles was reached 
about 1940. 

The different states (colonies then) did not co-ordinate the plan- 
ning and building of their railroad systems. One result of this was 
that three different gauges were used. At the present time about 
half of the mileage has a gauge of 3 feet 6 inches. The remaining 
mileage is about equally divided between a gauge of 5 feet 3 inches 
and the standard gauge of 4 feet 8% inches. The frequent change 
of gauge at state boundaries is perhaps the major factor which in- 
creases cost and reduces the efficiency of the Australian railways. 
From time to time there have been proposals for the standardization 
of the gauge, but thus far there has been no solution to the problem. 
In 1957 a start was made toward providing a uniform gauge on the 
most heavily used section of track in the country, that between Sydney 
and Melbourne. It was estimated to cost about £10 million, of which 
the Commonwealth is to provide the greater part, although the rail- 
ways involved are state-owned. 


Total Investment. Up to June 30, 1954, the total gross investment 
in government railways amounted to £660.6 million, of which £31.5 
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million was in the Commonwealth system and the remainder in the 
state systems. The great bulk of this—£625.8 million—came from 
loan funds, £611 million of which was supplied by the states. The 
remainder came from current government revenues and other sources. 

The net investment charged to the railroads in 1954 was £504.8 
millions—some £156 million less than the gross. The difference 
was represented by £25.6 million which had been repaid, £83.6 
million of debts which had been transferred to other state agencies 
or to state treasuries, £29.5 million which had been offset by sinking 
funds, and £17.1 million which had been written off.2. The debts of 
the roads are state obligations and have been a major factor in the 
increase of state debts.® 


Administration. The actual operation of the roads is conducted by 
governmental agencies of some kind, but these agencies are not fully 
autonomous or independent. In fact most major decisions are made 
by parliaments or political officers. Years ago Eggleston pointed 
out that in Victoria the Railroad Commissioners had no control over 
decisions to build new lines, the construction of the lines, freight 
rates and fares, or wages.* As Hancock expressed it, they had “no 
real responsibility for losses of any kind. Being denied control over 
railway charges, they are compelled to incur losses. Railway finances 
are merged in the State’s finances, and railway deficits are a large 
item in State deficits.”®> In 1929 Professor Bland said that while the 
railways had been removed from direct ministerial control and placed 
under commissioners, “Few services have offered greater opportuni- 
ties for political patronage, and in none have the results been more 
disastrous. The conflict between administration and politics is con- 
tinuous.”® 


2 ATAC Study, p. 11. 

* This presents an interesting contrast between private and public ownership. 
Under private ownership, if railways become overcapitalized or fail for other reasons, 
stockholders and creditors take a loss, and the railways are reorganized with a lower 
capitalization. Under public ownership, unless the public debts are repaid (and they 
rarely are), the community goes on through the centuries carrying in its public debt 
the evidence of its past mistakes. In the end the value of the public debts is usually 
wiped out or greatly reduced through inflation, but in the meantime the debt has 
contributed to the inflexibility of the financial system. 

“F. W. Eggleston, State Socialism in Victoria (London, 1933), pp. 117 ff. 

° Ww. H. Hancock, Australia (London, 1930), p. 134 

*«The Administration of Government Enterprises,” Economic Record, V (May, 


1929), 7 
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When they were being built, railways were sometimes used as a 
vehicle for promoting development and land settlement. Lines were 
built into areas where it was obvious that operations would not be 
profitable, but this was justified on the ground that it would speed 
settlement. In some cases the states made special grants or subsidies 
to cover part of the expected loss. 


Government Expenditures for Railways. Government expenditures 
for the benefit of railways are numerous and often difficult to identify 
and measure. Even if they could be measured accurately, however, 
they would not represent the true cost of the railways to the public, 
because in some cases railway accounting does not fully cover depre- 
ciation and other similar costs. There is also a question, in some 
cases, whether a freight rebate for a certain commodity should be 
treated as a subsidy to the railway or as a subsidy to the consumers 
of the commodity. 

Nevertheless, it is possible to identify certain major payments 
commonly made to the railways by states. They include (1) pay- 
ments to reimburse the roads for reductions in freight charges on 
certain commodities; (2) reimbursements for the free conveyance 
of certain groups of people, such as blind civilians, members of Par- 
liament, distinguished visitors, and school children; (3) contributions 
toward the costs of development lines; (4) contributions to super- 
annuation funds; (5) interest payments on parts of the railway debt 
which have been transferred to state treasuries; and (6) finally, and 
often most important of all, payments to cover operating deficits. 

In addition to these New South Wales has a special tax on road 
transport, the proceeds from which go into the State Transport (Co- 
ordination) Fund and are allocated to the railways. In 1953/54 the 
amount so allocated was £1.7 million, but it dropped to £900,000 
the following year after the High Court had invalidated the tax on 
interstate traffic. This action not only reduced the revenues from the 
tax but also increased the competition from trucks: 


Serious inroads were made by road hauliers into railway goods traffic.... 
In an endeavor to attract the carriage of more light and bulk traffic, in- 
terstate bulk loadings and L. C. L. container freight rates were reduced 
and lower minimum truck loads were fixed. Other measures are under 

™ The commodities most frequently involved are agricultural commodities, sup- 


plies for the relief of flood and drought victims, and manufactured goods in cases 
where the reduction is used as a subsidy to facilitate the location of new plants. 
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consideration, but at the moment the loss of railway patronage consequent 
upon the judgment is a disquieting feature of the railway finances.® 
This decision of the Court is discussed further in the section on 
highways. 

As an illustration of the various payments described above, Table 
14 gives a partial statement of the payments to the railways from 
the Consolidated Revenue Fund and the State Transport (Co-ordina- 
tion) Fund of New South Wales for the year 1954/55. 


TABLE 14 
PAYMENTS TO COMMISSIONERS FOR RAILWAYS FROM CONSOLIDATED 
REVENUE FunpD AND STATE TRANsPORT (Co-oRDINATION ) Funp, 
New SoutH WALEs, 1954/55 





Reduction on certain primary products £ 195,708 
Freight rebates on wheat 1,016,330 
Traveling concessions to blind civilians 27,584 
Free conveyance of members of Parliament, dis- 
tinguished visitors, school children and others 175,000 
Freight reductions on manufactured goods 109,244 
Freight reductions on relief goods 68,905 
Contribution toward losses on country developmental 
railways 1,000,000 
Contribution toward railways superannuation fund 800,000 
Total from Consolidated Revenue Fund 535392, 771 
From State Transport (Co-ordination) Fund 900,000 
Grand Total £ 4,292,771 





Source: The Public Accounts of New South Wales, 1955, p. 45. 


The special tax on road transport in New South Wales is one of 
three devices used by the states to protect the railways from road 
competition. The other two are a system of licensing which limits 
or prevents trucking companies from serving areas served by rail- 
ways, and an outright prohibition of truck competition in some cases. 
The extreme example apparently is Queensland, which prohibits 
the hauling of goods by truck for a trip of more than fifteen miles if 
rail facilities are available between the two points. A member of 
Parliament related a case in which he had a truck at the point of 
origin for a shipment of animal feed. He wished to transport the 
feed to his farm, but the trip was more than fifteen miles, so he was 


* Report of the Auditor-General of New South Wales, 1955, p. 37- 
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forced to send it by rail to the point nearest his farm and pick it up 
there. 


Railway Earnings. Tach year figures are published on the earnings 
of government railways, but it is not always possible to determine 
just what they mean. Some of the government payments described 
above are included before the gain or loss is determined, and depre- 
ciation or other similar charges may or may not be included; as one 
government publication explained in a footnote to a table, the figures 
generally do not include depreciation but do include it for some states 
for some years. 

With that qualification we may briefly note the course of railway 
earnings. Generally it seems that before World War I, with the 
aid of some government payments, the railways were paying their 
way. During that war, deficits appeared and grew rapidly; they 
continued to grow during the 1920’s. Beginning in 1925 there is a 
series of data which, while not including all costs, does give some idea 
of the relative performance of the railways. It is entitled “Net 
Profit or Loss after Payment of Working Expenses and Interest”; 
it does not include government grants or other payments nor capital 
outlays, and it includes depreciation and other similar charges only 
to the extent that they are recognized by the railways.® Five-year 
averages of the profits (+) and losses (—) in £ million were as 
follows: 


1925/26 to 1929/30 —6.1 

1930/31 to 1934/35  —4.7 

1935/36 to 1939/40 —1.4 

1940/41 to 1944/45 +3.0 

1945/46 to 1949/50 —7.5 

1950/51 to 1954/55 —17.1 
Another series published by the Commonwealth Statistician which 
includes governments grants gives an average loss of £20.4 million 
for the period 1950/51 to 1954/55—about £3 million higher than 
the above series. 

After reaching a high of £9.4 million in 1930/31, losses declined 
steadily throughout the remainder of the depression, touching a low 
of £0.4 million in 1937/38. Presumably the reason for this was that 
freight rates and fares were reduced slowly, while there was a sub- 


° These data were compiled for me by the Commonwealth Department of Ship- 
ping and Transport from publications of the Commonwealth Statistician. 
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stantial decline in costs. Thus during the depression the railways 
were able to make their best financial showing in twenty years. 

During World War II there was a great increase in the volume 
of business while rates and prices were rigidly controlled. Asa result, 
on this basis of computation, the railways were able to operate in the 
black for five years, their profits reaching a peak of £8 million in 
1942/43. After the war the volume of business declined, prices and 
costs rose rapidly, while rates and fares were increased only belatedly. 
Deficits appeared again and grew steadily and rapidly to a peak of 
over £20 million. These results reflect the unwillingness of political 
officers to recognize the effects of inflation and to revise the charges 
of publicly owned enterprises to take them into account. A delay 
in revising those charges causes larger deficits, and when those deficits 
are covered by inflationary financing, as they frequently are, the in- 
flationary spiral is given an added boost. The Commonwealth 
Grants Commission has repeatedly pointed out that railway losses 
have been a major cause of the financial difficulties experienced by the 
states, placing them second only to increasing expenditures for social 
services. 

The Transport Advisory Council made a detailed study of all 
railway costs in Australia for 1952/53 and 1953/54 and isolated 
those borne by governments. The results are shown in Table 15. 


TABLE 15 
RarLway Costs BorNE BY GOVERNMENTS IN AUSTRALIA, 


1952/53 AND 1953/54 
(£ millions) 


1952/53 | 1953/54 


Current Charges 


Debt charges assistance 720 
Deficit financing 8.2 
Other subsidies and grants 9.5 
Total current charges 23.6 
Capital Charges 
Capital works financed from consolidated 
revenues 4.0 
Capital works financed from loan funds 34.9 
Total capital charges 38.9 
Grand total 58.5 





Source: ATAC Study, pp. 23, 26. 
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The capital outlays, of course, are not proper charges against 
railway costs for these years, but since the ability of the railways to 
earn a return on these investments is uncertain, there is a significant 
chance that they will remain a charge against the governments which 
provided the funds. Of the current charges, £1.2 million and £0.7 
million, respectively, were borne by the Commonwealth; the re- 
mainder were charges against the states. The capital charges were 
not broken down completely, but they were probably distributed in 
about the same proportion as the current charges. 

The parts of the current charges borne by government were, 
respectively, 21.2 per cent and 14.3 per cent of the revenues paid by 
the users of railway services for these years. These figures indicate 
the order of the increase in rates and fares which would be required 
if the users were to pay the full costs of their services. 


TRAMWAYS AND OMNIBUS SYSTEMS 


Local transit facilities are provided in all the leading Australian 
cities in the form of trams and buses. These facilities are operated 
in some cases by private companies and in others by state agencies, 
by municipal agencies, or, in the case of Canberra, by a Common- 
wealth agency. In nearly all cases the public transportation facilities 
are operated at a loss. Government payments are made to these 
agencies to cover the deficits, to subsidize the transportation of school 
children, and in some cases in the form of special grants. 

The Transport Advisory Council estimated that net government 
expenditures for these purposes and for certain other minor forms 
of road transport amounted to £9.2 million in 1952/53 and to £9.9 
million in 1953/54.'° Payments from the Consolidated Revenue 
Fund of New South Wales to the Commissioner for Government 
Transport for the year 1954/55 will illustrate the composition of 
those payments. Those payments are listed in Table 16. 


CoasTAL SHIPPING AND Harspors 


In 1953/54 Australia’s coastal shipping fleet moved 49 per cent 
of all the ton-miles of freight moved in the country. The fleet was 
composed of 201 vessels of more than 200 tons with a total dead- 


*° ATAC Study, p. 50. 
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TABLE 16 
PAYMENTS FROM THE CONSOLIDATED REVENUE FuND oF NEw SouTH 
WALEs TO THE COMMISSIONER FOR GOVERNMENT TRANSPORT 
FOR THE YEAR ENDING JUNE 30, 1955 


(£ 000) 


To meet accumulated losses 1,990 


To cover traveling concessions (to school children, 
students, members of Parliament, blind persons, 


veterans, etc.) 1,079 

To cover costs of track removal 110 

Contribution toward superannuation fund 175 
Total 3,354 





Source: The Public Accounts of New South Wales, 1955, p. 45. 


weight tonnage of 805,000. Of these, 35 were owned and 5 were 
chartered by the Commonwealth and 4 were owned by states; the 
total deadweight tonnage of the publicly owned vessels was 244,486. 
Thus the publicly owned ships comprised less than a fourth of the 
number but had nearly a third of the total tonnage. 

Before World War II all the ships in the fleet were privately 
owned. They were protected by severe restrictions on foreign ships 
in the coastal trade and aided by a small subsidy. During World 
War II, however, the Commonwealth entered the field and has been 
a major factor there ever since. Table 17 shows the investments 
made in the fleet between 1941 and 1954. These figures show that 
for the whole period total investments were fairly evenly divided 
between private owners and the Shipping Board, but the figures for 
work in progress in 1954 indicate, apparently, that the balance was 
swinging heavily in the direction of public ownership. 

Government expenditures to aid coastal shipping are made in the 
form of aids to navigation, subsidies on certain shipping services, 
subsidies to the shipbuilding industry on vessels built in Australia 
and sold to private owners, and outlays for the construction or pur- 
chase of vessels by the Australian Shipping Board. All of these are 
made by the Commonwealth except for the subsidies on certain 
services paid by the states. Total expenditures were approximately 
£4 million in 1952/53 and nearly £5 million in 1953/54. These 
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TABLE 17 
INVESTMENTS IN CoasTAL SHIPPING VESSELS IN AUSTRALIA, 1941-54, 
AND EsTIMATED VALUE OF THE FLEET, 1954 
(£ millions) 





Investments 1941-54 


Australian Shipping Board 19.2 
Private Owners 17.4 
Total 36.6 

Work in Progress 
Australian Shipping Board Cie 
Private Owners 0.7 
5.9 
Estimated cost of pre-war fleet 14.5 
Total investment in 1954 57.0 


Source: ATAC Study, pp. 63-64. 


amounts were small in relation to the total costs paid by users, which 
ran nearly £50 million each year. 

With the aid of these payments, “the freight rates charged were 
adequate to cover the resources used up in providing shipping 
services... .” But it was estimated that it would require from £50 
to £60 million to replace the prewar ships built at a cost of £14.5 
million. The private companies which own those ships were making 
some appropriations to depreciation and capital replacement accounts, 
but those amounts “fell far short of the annual amount necessary to 
provide an adequate replacement fund for old merchant tonnage, . . . 
having regard to contemporary shipbuilding costs.”** This phe- 
nomenon, which is probably a major factor in explaining the swing 
toward public ownership, is one of the many delayed problems 
created by inflation; in this case it seems to be operating as a handicap 
to private ownership. Inflation created a situation in which private 
capital is used up without adequate replacement, so that it is necessary 
to replace it with public capital. 

During 1952/53 the Australian Shipping Board reported a net 
profit of £275,481 and in 1953/54, £493,454. In the latter year the 
Board repaid treasury advances to the amount of £3.5 million, re- 


™ ATAC Study, pp. 64, 66. 
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TABLE 18 
GOVERNMENT EXPENDITURES ON SHIPPING IN AUSTRALIA, 


1952/53 AND 1953/54 
(£ 000) 





1952/53 | 1953/54 


Current Expenditures 


Commonwealth subsidies on services 597 338 
Commonwealth aids to navigation 991 999 
Commonwealth subsidies to shipbuilding 
industry on ships sold to private owners 506 426 
Gross Commonwealth expenditures 2,094 1,763 
Less revenues: 
Aids to navigation ea 852 Pale 125 
Profits of Australian Shipping Board 630 871s"? 
Net Commonwealth expenditures 1,242 638 
State subsidies on services 770 658 
Total current expenditures 2,012 1,296 
Capital Expenditures (Commonwealth) 
Aids to navigation and miscellaneous 158 97 
Vessels built and bought for Australian 
Shipping Board 1,877 3,585 
Total capital expenditures 2,035 3,682 
Grand total 4,047 4,978 


Sources: ATAC Study, pp. 69-71, and letter from Commonwealth Department of 
Shipping and Transport, May 15, 1956. 

ducing that figure to £8.6 million, and paid £500,000 on accumulated 
interest owed the Treasury, reducing that debt to £2.4 million.” 


Port and Harbor Facilities. Port and harbor facilities in Australia 
are provided by over twenty-five different authorities, some of 
which are semi-independent trusts or boards and others of which 
are government departments. In 1954 they administered facilities 
which represented an investment of £90 million. Generally these 
agencies collect enough in harbor dues and other revenues to cover 
their costs so that only limited government expenditure is required 
to support their operations. In a few cases they make substantial 
payments into general state revenues. In 1952/53 net government 
contributions to the operating costs of ports and harbors amounted 
to £1.8 million; in 1953/54 the figure was £1.3 million.’ 


*? Supplementary Report of the Auditor-General, 1954, pp. 34-35. 
** ATAC Study, pp. 73-74- 
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Civit AVIATION 


Australia has several characteristics which are favorable to the 
development of air transport, and Australians have taken advantage 
of that fact to develop an extensive and efficient system of air lines. 
Scheduled commercial air service began in 1921 and developed 
rapidly. Even the depression did not greatly retard the growth of 
the system. Until World War II the development was provided by 
private enterprise substantially aided by government subsidies and 
assistance. By 1938 there were 16 companies in operation, flying 
9.7 million miles per year over more than 30,000 miles of route. 
On a population basis Australia was ahead of all the leading countries 
of the world with respect to route mileage and miles flown, and “it 
is hardly an exaggeration to say that in the pre-war years Australia 
was the most air-minded nation in the world.”* 

While operations were conducted by privately owned companies, 
the government provided great assistance in two forms: first, it pro- 
vided facilities such as landing fields, airports, hangars, meteorological 
and tele-communication services, beacons, and the like; second, it 
granted subsidies to the air lines. In the beginning the subsidies 
were in the form of fixed payments per mile flown, determined by 
competitive bidding; a frequent rate was 4s. per plane mile. Total 
subsidies of this kind up to June 30, 1928, amounted to £359,991. 
Beginning about 1930 the subsidies were embodied in air-mail pay- 
ments, the operators being paid 8s. per pound of surcharged air-mail 
carried. Under this system most of the subsidy (if it was a subsidy) 
was paid by the users of air mail; the net subsidy beyond payments 
for carrying the mail did not exceed £100,000 per year until 1938/39. 
In 1939/40 it was £172,843; the total for the period 1932-40 was 
£470,216. 

A few companies operated without subsidies, but as a rule they 
did not last long; generally all companies depended heavily upon 
government aid. As late as 1935 three of the larger companies were 
receiving about three-fourths of their total revenue from subsidies 
and mail payments.’® But in the years just before the war, growth 
was rapid; and subsidies and mail payments declined in relative 

**D. M. Hocking and C. P. Haddon-Cave, Air Transport in Australia (Sydney, 


1951), ps 36. seh 
*® Ibid., pp. 115-17. Ibid., p. 117. 
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importance, especially on the more heavily traveled routes. In 1934 
subsidies amounted to 1.3s. per mile flown (both subsidized and 
unsubsidized) ; by 1938/39 the figure was down to 0.46s.‘7 It was 
becoming possible to operate without a subsidy on certain lines and 
there were always some to try it. “Failures were frequent, but there 
was a continuous emergence of new companies prepared to invest 
capital in the risky business of air transport without relying on finan- 
cial assistance from the Commonwealth Government.””* 

World War II brought great changes in several ways. The 
government requisitioned many planes, schedules had to be curtailed 
sharply, there was a great increase in air mail, and several companies 
suspended operations. About 1940 the practice started of awarding 
the mail contracts to air lines on the basis of the number of pound- 
miles of mail flown. But the Department of Civil Aviation received 
from the Postmaster-General’s Department the total surcharge on 
air mail less a small amount to cover extra postal costs. The air 
lines were bidding lower and lower prices per pound-mile for carrying 
the mail as volume increased. The result was that, toward the end 
of the war, the Department of Civil Aviation was receiving in mail 
payments more than twice as much as it paid the air lines for carry- 
ing that mail. For the whole period from 1932 to 1944 the De- 
partment received £3.6 million for carrying the mail and paid to air 
lines a total of £3.2 million, both as lump-sum subsidies and as pay- 
ments on a poundage basis.” 

The disturbed conditions during the war caused the elimination 
of several small companies and led to a pronounced movement 
toward concentration in the industry. The number of operating 
lines declined from fourteen in 1939 to nine in 1945, and one com- 
pany—the Australian National Airways (A.N.A.)—dominated the 
field. In 1945 the latter company received approximately 85 per 
cent of all air mail payments. 


Government Ownership. After the war there was a strong move- 
ment toward nationalization of all air lines. In the international 
field it became government policy to permit only publicly owned 
companies to represent Australia. In 1946 the Commonwealth 
acquired the shares of Qantas Empire Airways, which has become the 
major Australian enterprise in this field. To the end of 1954 the 


*" Ibid., p. 31. ‘ibid, po 16s 
* Ibid., p. 102. 
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Commonwealth had invested a total of £6.3 million in wt. Australia 
participated with the United Kingdom and New Zealand to form 
the British Commonwealth Pacific Airlines (B.C.P.A.). This ven- 
ture proved to be unprofitable and cost Australia over £500,000 in 
contributions to cover deficits. In 1954 it was liquidated, and Qantas 
took over its services. Australia also acquired a part interest in the 
Tasman Empire Airways Limited (T.E.A.L.), which it still owns, 
with an investment, at the end of 1954, of nearly £1 million. 

Domestically, the Commonwealth attempted to nationalize all 
air lines directly, but this move was frustrated by the High Court, 
as noted earlier. The Government then created Trans-Australia 
Airlines (T.A.A.)—a government-owned line to be operated by the 
Australian National Airlines Commission in competition with the 
private lines. Up to 1955 the Government had invested about £4.4 
million in T.A.A. The Minister of Civil Aviation has the right, 
subject to the approval of the Treasurer of the Commonwealth, to 
call upon the Treasury for additional advances as conditions require. 

The Government gave T.A.A. certain definite advantages over 
competitors, and there were charges of other forms of favoritism 
toward it.”° The first advantage was the exclusive right to carry all 
mail between the capital cities. For the year 1947/48 it received 
for this service a payment of £325,000; at the standard rate bid by 
private lines this service would have cost only £123,000. The 
importance of mail payments is shown by the experience of the 
privately owned A.N.A. In 1943 this company received £776,522 
in mail payments; by 1947 this figure had dropped to £34,557. 
Much of the drop was the result of the decline in the volume of 
air mail, but a part of it was caused by government policy. The 
1952 Civil Aviation Agreement, discussed below, provided that on 
competitive routes the carriage of the mail should be shared between 
two major operators. As a result of this change, T.A.A.’s receipts 
from mail payments fell from £516,000 in 1951/52 to £320,530 in 
1952/53. Figures are not available to show the increase in mail 
payments to A.N.A., but presumably it was approximately equal to 
the amount lost by T.A.A. 

The second advantage given to T.A.A. was the stipulation that 
persons traveling on official government business should patronize 
T.A.A.; if other lines were used travel fares would not be refunded. 


*° Ibid., p. 135. ™ Ibid., p. 125. 
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Another charge made against the Government, the truth of which 
cannot be ascertained precisely, was that the Government exploited 
the dollar shortage to refuse private operators credits with which 
to purchase modern American aircraft. Finally, A.N.A. claimed that 
it was at a competitive disadvantage because the Deputy Director- 
General of Civil Aviation, who directs the operation of T.A.A., is 
also a member of the Airlines Commission, which regulates all pri- 
vate air lines. 

T.A.A. developed its operations rapidly and soon became the 
dominant air line in the country. By 1956 it was flying more than 
16,000,000 plane miles over a system of more than 32,000 route 
miles, reported to be the largest domestic air network in the world. 
In the early years there was keen competition between T.A.A. and the 
private lines, and there were several sharp cuts in fares which 
threatened to develop into cut-throat competition. Within about a 
year the situation was stabilized, but there is no doubt that competi- 
tion did affect the level of rates. 


The 1952 Agreement and Later Developments. As T.A.A. ex- 
tended its business, A.N.A. fell into financial difficulties. It began 
to look as if the government line might become a monopoly through 
the failure of its competitors. The Liberal Government did not wish 
to see that happen, so, in the Civil Aviation Agreement of 1952, it 
took steps to strengthen A.N.A. It did this first by giving A.N.A. 
access to government passenger business, by the change in the air 
mail arrangements mentioned above, and by reducing air route 
charges. Second, it took the unprecedented step of giving financial 
aid to a private company to enable it to provide competition for a 
government agency; it agreed to guarantee the obligations of A.N.A. 
up to £4 million (outstanding at any one time) so that it could pur- 
chase new equipment. Finally, the Agreement provided for the 
“rationalization of air services and related matters” on certain lines. 
In effect, this meant that fares, competition in schedules, and other 
similar matters were regulated to prevent excesses. 

The obligations to be guaranteed were to run for five years and 
be paid in ten equal instalments. A total of £4,350,000 was guaran- 
teed before 1957. A.N.A. purchased a considerable amount of new 
equipment and, with the assistance of the other aids provided in the 
1952 Agreement, was able to stay in the race for some time. But 
the “rationalization” provided in the Agreement covered only the 
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two big companies; it did not extend to other private companies. 
Several small, privately owned companies began to compete for 
business, mostly at the expense of A.N.A. By the early part of 1957 
A.N.A. was again in financial difficulties and in June it defaulted on 
£435,000 of guaranteed obligations and on its interest. The company 
announced that unless it could sell its business on satisfactory terms 
it would have to liquidate. The Government extended the time for 
payment in order to allow time for negotiations.” 

After extended negotiations, Ansett Transport Industries, Limited 
agreed to purchase A.N.A. for £3 million. It then asked the Com- 
monwealth for a new Civil Aviation Agreement which would (1) 
permit the refinancing of A.N.A.’s guaranteed obligations into new 
five-year obligations, (2) provide Commonwealth guarantees for 
the remainder of the amount specified in the 1952 Agreement (up 
to £4 million), and (3) extend the “rationalization” to new lines 
and make it effective against all companies. The total of the guaran- 
teed obligations, including defaulted principal and interest, was about 
£3 million at this time. After sharp criticism from the Labor Oppo- 
sition, the new proposal was approved and went into effect in De- 
cember, 1957.7° 
Earnings. In the international field Qantas has consistently shown 
a profit in recent years, while T.E.A.L. has usually shown a small 
loss. Qantas’ profits rest largely upon mail payments, but those 
are within international regulations governing such payments and 
are smaller than in some countries. 

In the domestic fields T.A.A. operated at a loss in the early years 
and built up an accumulated deficit of over £800,000. Since 1951 
it has shown profits ranging from £74,000 to £302,000, has wiped 
out the accumulated loss, and has established a credit balance of 
£23,000. In its first ten years, up to June 30, 1956, the company had 
carried 5.5 million passengers without a passenger fatality; its reve- 
nues had exceeded its expenditures (excluding interest) by £662,562; 
and the company had made two “payments in the nature of divi- 
dends” to the Treasury on its £4.4 million of capital, one of 3 per 
cent in 1955 and one of 4 per cent in 1956. These two payments, 
amounting to £305,900, represent the Treasury’s return on its in- 
vestment for the ten years. 


*® Hansard, Nov. 27, 1957, p. 2604. 
** [bid., Dec. 3, 1957, PP- 2774-94- 
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Beginning in 1947 the Government began to levy “Air Route 
Charges” or “Air Navigation Charges” on air lines for their use of 
government-owned landing fields and other facilities. Two private 
companies protested these charges and refused to pay. In 1952 back 
charges were scaled down to one-third, and a new scale of rates was 
levied, equal to about half the former scale. In 1955 these charges 
were producing about £400,000 per year. In addition, it was esti- 
mated that the Commonwealth was realizing roughly a similar 
amount from excise taxes on aviation fuel used by the air lines. In 
1956 the Joint Committee of Public Accounts sharply criticized the 
Department of Civil Aviation for its failure to revise the scale of air 
navigation charges, claiming that they were inequitable and far too 
low.** In 1957 the charges were increased by 10 per cent, estimated 
to produce an additional £50,000 per year. 

In addition to the excise tax on fuel, the publicly owned air lines 
are liable for income and sales taxes. Such a provision is contrary 
to the policy followed toward other forms of transportation and 
probably represents an effort to equalize competitive conditions be- 
tween public and private companies. 


Government Expenditures. Table 19 shows the estimated govern- 
ment expenditures on domestic civil aviation for two years. All of 


TABLE 19 
GOVERNMENT EXPENDITURES FOR Domestic CiviIL AVIATION 
In AUSTRALIA, 1952/53 AND 1953/54 
(£ millions) 





1952/53 | 1953/54 


Maintenance and operation of airways system S55) Ded 
Less: revenues and taxes ih) 1.5 
Net operating costs 4.3 4.2 
Government regulation 1.8 ey 
Total current charges 6.1 5.9 
Capital outlays on airways system * 4.9 
Grand total a 10.8 





* Not available. 
Source: ATAC Study, pp. 81-84. 


*4 Joint Committee of Public Accounts, Twenty-Fourth Report (Canberra, 1956), 
P- 57- 
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these expenditures are for construction, maintenance, and operation 
of the airways system and government regulation of the air lines. 
There are no subsidies except to the extent that they are embodied 
in mail payments and in investments which do not produce a return. 
In the more sparsely settled parts of the country the mail payments 
are so adjusted that they do contain an element of subsidy. In 1954 
the Commonwealth had over £50 million invested in the airways 
system and in domestic air lines. 

These amounts are comparatively small, but, as the Transport 
Advisory Council points out, in relation to amounts paid by users, 
they are the highest for any form of transportation. It has been 
estimated that total government subsidies amount to £3 or more for 
each passenger carried by the air lines. Air transport is, of course, 
the most expensive form of transportation. Thus the Government is 
providing the greatest (proportional) subsidy to the most expensive 
mode of transportation. It is claimed that the Australian air lines 
are more efficient and have lower fares than any other major air line 
in the world. They are competing with very inefficient and very 
costly systems of transportation. The government subsidies enable 
the air lines to reduce fares and to take business away from those 
other systems of transportation. That, in turn, causes the other 
transportation systems (e.g., the railways and the ferries to Tas- 
mania) to incur larger deficits and to require larger government 
subsidies. It is true that the subsidies to the airlines can be justified 
to a considerable extent by considerations of national defense, speed, 
and convenience, but it is difficult to put a monetary value on such 
factors. 


Hicuways 


In Australia the construction and maintenance of highways are 
the responsibilities of the states and their local governments. In 
every state there is a state agency responsible for main or trunk 
roads, while local governments assume responsibility for secondary 
roads in arrangements which vary from state to state. State aid to 
the local governments is provided in various ways. 

The characteristics of the country and the temperament of the 
people are both conducive to the extensive use of automobiles. As 
the number of cars in use has increased, there has been an increasing 
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demand for more and better roads, but the provision of adequate 
highways has been retarded by several handicaps—natural, constitu- 
tional, and financial. 


Handicaps to Highway Building. There is first the natural handicap 
of a tremendous land area in relation to the population and the 
number of cars in use. In 1954 there were fewer than four vehicles 
(including motorcycles) per mile of road in the Australian network. 
This obviously places a very low limit on the amount of money that 
can be spent per mile of road. Secondly, the states, which have the 
prime responsibility for highway expenditures, are in a very poor 
situation to provide the funds. Railway deficits reduce the amount of 
funds they can devote to roads, and naturally they are not eager to 
build roads which may increase the deficits by diverting traffic. Fur- 
ther, the states do not have the constitutional power to levy motor 
fuel taxes, which in many countries constitute the major part of high- 
way revenues. As explained below, the states get a part of the 
Commonwealth tax on gasoline, but until 1957 there was no tax on 
diesel fuel, which is being used more and more. Finally, the states 
have been frustrated by the High Court in their attempts to levy a 
use tax on interstate truck traffic in the form of ton-mile or other simi- 
lar taxes. These handicaps have severely limited both the ability and 
the willingness of the states to provide adequate highways. 


Road Mileage. For various reasons Australian highway statistics 
are not good. In 1954 over 520,000 miles of roads were open to 
general traffic, but over two-thirds of this mileage (about 368,000 
miles) represented “formed, cleared and natural” roads on which 
very little work had been done. There were about 1,600 miles of 
concrete and higher forms of pavement, about 37,000 miles of bitu- 
minous (sealed) pavement, and some 115,000 miles of macadam and 
other forms of unsealed pavements. These made a total of about 
154,000 miles of “improved” roads. 


Motor Fuel Taxes. The Commonwealth Constitution prevents the 
states from levying excise or sales taxes on motor fuel. The Com- 
monwealth has levied an import duty on gasoline since 1902 and in 
recent years has levied an excise tax on domestically refined gasoline 
at a rate slightly below the import duty. As the demand for roads 
grew, the Commonwealth in 1923 began to make grants to the states 
to aid them in building roads. In 1931 these grants were linked to 
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the gasoline tax; 1.e., the states received a fixed proportion of the 
tax. Over the years the rate of the tax and the part of it going to 
the states have been increased several times. In March, 1956, the 
import duty was raised to 13d. per gallon, the rate on domestically 
refined gasoline to 11%4d. The states received 8d. per gallon in 
both cases. Until 1957 diesel fuel was not taxed at all except for a 
small primage duty on imports, although it is coming to be used 
more and more and the trucks which use it cause the greatest wear 
and tear on the roads. 

From 1902 through 1955 the Commonwealth collected a total 
of £352 million in duties and excise on gasoline. From 1923, when 
they were started, through 1955 road grants to the states amounted 
to £165 million, or 47 per cent of the taxes collected on gasoline. 
The Commonwealth denies the logic of associating these two items, 
claiming that the taxes were never levied as user taxes. But in view 
of practices in the rest of the world and in the face of growing 
demands for more highway funds, it has been slowly but steadily 


TABLE 20 
Data on RoAp TRANSPORT IN AUSTRALIA FOR SELECTED 
YEARS, 1939-55 


(Monetary amounts in £ millions) 


oS 32 = 1, 20 a gy 
=a = Us bao] os 
32 = 
Year ending 59 x £5 £3 22 S52 § 
dee 30 -B | es | 861) Bo oa 
Be £3 eg2 | Ss Es | B8ee 
Sy ws o & = 
Sm aS | Oas | mz Be | essa 
1939 (00 10.0 4.3 Vell 22.9 10.8 
1946 28 i PAPA Sie 6.8 15.9 2.8 
1948 07 16.1 6.3 9.0 28.1 6.3 
1950 97 19.8 eR! 1253 33.3 nye 
1952 70 26.5 15.4 20.9 56.6 5.0 
1953 27:3 15.6 23eS 58.8 5.0 
1954 28.6 died 26.4 65.1 5.6 
1955 33.0 23.0 28.5 75.7 6.0 





Total Petrol Tax Collections, 1903-55—352.8. 

Total Commonwealth Road Grants to states, 1923-55—165.4. 

* Includes motorcycles. nt 

+ Levied by Commonwealth; excludes tax on aviation fuel after 1946-47, 

t Received by states. , 

§ Includes Commonwealth expenditures on strategic roads and road safety. 


Sources: Commonwealth Treasury, Commonwealth Bureau of Census and Statistics, 
Yearbooks. 
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giving the states a larger share of the collections. Table 20 shows 
how the grants moved up from 43 per cent of the collection in 1938/ 
39 to approximately 70 per cent in 1954/55. 

During World War II expenditures for highways, naturally, 
were sharply reduced. After the war they grew rapidly, but it was 
some time before the increases wiped out the effects of higher prices. 
The Transport Advisory Council shows that, by its figures, not until 
1953/54 did real expenditures for highways (current expenditures 
deflated for price changes) equal those of 1938/39.7° Table 20 
shows that highway expenditures fell from 10.8 per cent of all public 
expenditures in 1939 to 2.8 per cent in 1946 and then rose to about 
5 or 6 per cent after 1950. This means that in the pattern of public 
expenditures, highway expenditures declined by about one-half in 
relative importance. 

One of the most serious problems connected with highways is 
the inability of the states to tax interstate truck trafic. This problem 
can best be described by quoting several paragraphs from a recent 
report of a Parliamentary Committee on Rail Standardization. The 
Committee noted that the courts apparently have interpreted Sec- 
tion 92 of the Constitution “to mean that no Government, State or 
Federal, has the power to tax or effectively control interstate road 
transport” and then continued: 


This means, it would seem, that heavy road transport, operating interstate, 
cannot even be made to pay normal registration fees and thus avoids a 
fair charge for the use of the State highways which it is congesting and 
destroying .... 

In these circumstances, it is nonsense to speak of fair competition be- 
tween road and rail as regards interstate transport. A great part of rail- 
way costs relates to the construction and maintenance of the permanent 
way, whereas the heavy interstate road trailer not only gets its road free, 
but destroys it and puts the burden of its repair upon the rest of the 
community. 

The Hume Highway, between Sydney and Melbourne, is rapidly de- 
teriorating. ‘This used to be a first-class road of light construction, which 
would have carried normal traffic indefinitely with normal maintenance. 
Its foundations, however, are generally unsuitable for the large and rapid 
semi-trailers which have come on to it in great numbers in recent years. 
Isolated stretches have already collapsed and a high proportion of the whole 
length shows unmistakable preliminary signs of similar ruin. 


* ATAC Study, p. 55. 


190 PUBLIC EXPENDITURES IN AUSTRALIA 


Under present circumstances, with the alternative rail transport ham- 
pered by break-of-gauge, heavy trailers will continue to use the Hume 
Highway for so long as it is usable, and when they have pounded it to 
pieces, they will seek out and similarly destroy the alternative routes be- 
tween the two centres, until there is no reasonable through communication 
for the private motorist in the Sydney-Melbourne zone. 

No effective amendment of the law in regard to interstate road trans- 
port appears to be in prospect. “The Committee has had advices from 
officers of the Attorney-General’s Department, and their opinion is that 
such legislation, whether Commonwealth or State, would be liable to 
serious challenge in the courts. The whole legal position appears to be 
obscure, and it is difficult to reconcile conflicts in the decisions which have 
been handed down. 

The States, apparently, cannot even surrender the relevant powers to 
the Commonwealth, under the provisions of section 51 of the Constitution, 
since the preamble to that section makes all its sub-sections subject to the 
remainder of the Constitution, including section 92. ‘The situation could, 
it would seem, be cured by referendum—but the difficulties of getting a 
referendum for constitutional change carried are tolerably well known. 

We thus appear to be faced with the anomalous situation that, while 
Governments can give effective (and sometimes unfair and uneconomic) 
preference to the railways in regard to intra-state trade, they are unable 
to prevent interstate hauliers indulging in unfair competition with the rail- 
ways, in that such hauliers do not pay for the roads which their traffic 
destroys. Since the interstate haul is in general longer than the intra-state 
haul, this legal position has the absurd result of deflecting to the rail the 
short haul, where the road has some inherent advantages, and deflecting 
to the road the long hauls which are more suitable for the railways. For 
a country which, like Australia, is struggling to reduce real costs (and 
transport is the most important of all costs) this is not a happy state of 
affairs.”® 


That is as good a description as can be given of a most complex 
and difficult problem. 


SUMMARY 


With the exception of the air lines, the transport situation in 
Australia is not an encouraging one. A recent official survey summed 
it up in these words: 


*° Report of Government Members, Rail Standardization Committee (Canberra, 
1956), pp. 8-9. 
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Our roads, to be sure, are not all in good condition, neither are our rail- 
ways nor our ports and harbours. On the other hand, we have built up, 
largely since the war, a commercial air transport system which, relative 
to our needs, is as good as any in the world.?" 


This situation exists despite the fact that in 1953/54 the various 
governments in Australia spent approximately £160 million on the 
different types of transportation (see Table 21). This was almost 
as much as was spent for national defense and comprised nearly one- 
seventh of all public expenditures. 


TABLE 21 
Tora GovERNMENT EXPENDITURES FOR TRANSPORTATION 
In AUSTRALIA, 1953/54 
(in £ millions) 





Railways 58. 
Trams and busses g). 
Shipping Be 
Ports and harbors i 
Civil aviation il 
Highways De 


Total 161. 


ne 
Mm) NRK OOwon 


Sources: See previous tables. Except for highways these data have been taken from the 
ATAC Study, and for that reason the total is somewhat higher than the figures given in the 
general tables in this study. 


Various criticisms of transport services have been made in Austra- 
lia. Transport by rail is slow, costly, and inefficient, and the system 
imposes a heavy drain on the finances of the states. Transport by 
coastal shipping is very slow, costly, and subject to heavy losses from 
damage and theft. The highways are inadequate in mileage, are 
not built for high-speed travel or heavy truck traffic, and are poorly 
maintained. In an effort to protect the earnings of their railways, 
the states have on many occasions fought to retard the development 
of other forms of transportation.”* 

Years ago Shann noted, “The natural protection of local manu- 
factures by distance from Europe has been diminished, even offset, 

*" Commonwealth of Australia, Australia, 1956: An Economic Survey (Can- 
berra, 1956), p. 9. 

** “The state authorities vested with the power to regulate road transport treated 
the interstate road haulage industry as supplementary to the railway system, reducing 
permits or increasing ton-mile taxes as available rail capacity improved, and they 


even had the power to deny hauliers the use of the roads.” R. R. Hirst, “Interstate 
Road Transport,” Economic Record, XXXII (1956), 274. 
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by high inter-state shipping freights.”*° More recently, Colin Clark 
has expressed much the same idea in these words: 


In the present state of Australian transport, the Australian manufacturer 
finds that the population and industries of a neighboring Australian State 
might almost as well be in Europe, for all the good they can do him as 
markets and suppliers—except insofar as the market is artificially protected 
on his behalf . . . . The freight rates on sending goods between one 
Australian State and another are as high, in some cases higher, than the 
cost of sending goods to or from Europe or North America and, in addi- 
tion to the cost, the uncertainties and delays of shipping have a considerable 
further disadvantageous effect upon the manufacturer. 

The transport of goods between one Australian port and another, with 
a very few exceptions, is legally limited to Australian ships employing 
Australian crews, and overseas ships are forbidden to compete... . The 
result has been to create a legal monopoly, which some people would 
indeed describe by a more impolite word, whose fruits are shared by the 
highly conservative shipping companies, and the highly Communist Sea- 
man’s Union. 


In 1957 the Tariff Board commented on the problem: 


The Board again invites attention to the increasing problem of transport 
costs. Even without increases that have occurred during the year, they 
were high to the point of creating a heavy burden on industry. 


The Board would be critical of an individual industry operating under 
[such] conditions [i.e, those of the transport industry], and is concerned 
that the industry of transport, which for present purposes can be considered 
as a national industry, should be the medium of a final cost to consumers 
out of all proportion to the value gained.** 


Many of the reasons for these conditions are obvious on even a 
cursory examination. They have been noted above but may be briefly 
restated here. First, there is the natural disadvantage of a tremen- 
dous land area in relation to the population and the goods to be 
transported. Second, there is the technical anomaly of three different 
rail gauges which requires a great deal of transshipping of goods and 
causes delays. Third, political control of the railways deprives the 


*°E. O. G. Shann, 4n Economic History of Australia (Melbourne, 1948), 
ALO. 
*° “Australia’s Economic and Population Capacity,” Australian Journal of Politics 
and History, 1 (1955), 57-58. 
™ Annual Report of the Tariff Board for the Year 1956-57 (Canberra, 1957), 


PP. 9-10. 
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operating agencies of both the power and the incentive to operate 
the railways efficiently. Losses have become habitual and nobody 
expects anything better. Years ago Eggleston stated that “. ..a 
service which is not expected to pay never will pay and never will 
render an adequate economic result. A service which habitually 
loses money is bound to adopt lax financial methods.”*” Fourth, 
the states are not able, and sometimes not willing, to provide ade- 
quate financing for highways because they cannot levy motor fuel 
taxes and can neither tax nor control interstate truck traffic. Finally, 
legal protection is given to many wasteful and monopolistic practices 
in shipping and on the railways. 

Some of these handicaps would exist under private ownership; 
public ownership is subject to all of them and seems to have little 
chance of freeing itself from them. 


Remedial Measures. A prominent member of Parliament who is 
thoroughly conversant with the problem and who has studied it for 
many years has, in a private conversation, suggested certain measures 
which he thinks would provide some improvement in two forms of 
transportation. He did not believe that Commonwealth ownership 
and operation of all railways are feasible, but he did recommend 
these steps: (1) rapid dieselization of the railways: (2) standardiza- 
tion of gauge as far and as quickly as feasible; and (3) removal of 
the restrictions on local and short-haul operations of trucks on the 
highways. This last step would relieve the railways of the great 
mass of local business in which they are inherently inefficient and 
permit them to do a better job on the trunk, long-distance business. 
It goes without saying that this latter step should be accompanied by 
a solution of the constitutional problem of the control of interstate 
trafic on the highways. 


*” Op. cit., p. 124. 
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Expenditures for Communications, 
Electric Power, Housing, 
Agriculture, and Other Purposes 


THis CHAPTER will examine briefly public expenditures for several 
diverse purposes. The amount of expenditure for each of these pur- 
poses is relatively small, but the functions involved are frequently 
significant; in several instances the behavior or pattern of the expen- 
ditures is important to an understanding of the nature of public 
expenditures. A comprehensive treatment of any one of these topics 
would require a separate chapter, but limitations of space dictate this 
summary treatment. 


CoMMUNICATIONS 


The postal, telegraph, and telephone facilities in Australia are 
operated by the Postmaster-General’s Department. There is a dual 
system of radio broadcasting and more recently of television: services 
are offered both by private, commercial stations and by public sta- 
tions. The public services are controlled by the Australian Broad- 
casting Control Board and operated by the Australian Broadcasting 
Commission. Both are under the ministerial jurisdiction of the 
Postmaster-General but are financed separately. 

On the basis of employment the Postmaster-General’s Depart- 
ment is by far the largest civil undertaking of the Commonwealth 
Government. In 1955 it accounted for slightly more than half of 
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all public service employment, about 78,000 out of a total of nearly 
152,000.1 In that year it had total revenues of £74 million, a deficit 
on current account of £3.4 million, and a total deficit, including capital 
expenditures, of £29 million. The deficit on radio broadcasting 
brought the total to over £30 million. 


Gross and Net Earnings. The Department maintains a system of 
commercial accounts for its own use, but reported figures are on the 
basis of budgetary accounts. Depreciation charges are quite small; 
in 1952 the total was £869,000 on assets with a gross value of £191 
million. Before World War II, when the Commonwealth was bor- 
rowing money for capital outlays, the Department was charged 
interest for capital funds advanced by the Commonwealth. Since 
then, when capital funds have been coming from the Consolidated 
Revenue Fund, no interest has been charged, and consequently in- 
terest is becoming an insignificant item. In 1954 the Joint Com- 
mittee of Public Accounts pointed out the anomalous nature of this 
practice and recommended a more consistent policy.” No taxes are 
paid except for payroll taxes. 

Table 22 shows, on the basis of budgetary accounts, the revenues 
and the surpluses or deficits of the Department for two prewar years 
and several recent years. Before the war all branches were able at 
least to break even on current account, and the Department as a 
whole just about broke even after the inclusion of capital expendi- 
tures. In recent years the postal and telegraph branches have shown 
a steadily increasing current deficit except for a slight improvement 
in the telegraph branch in 1955. The Department as a whole has 
shown a small and declining current surplus, despite a rising surplus 
by the telephone branch. Interest, depreciation, and other overhead 
charges have produced a total current deficit of about £4 million per 
year. A heavy demand for more facilities, primarily in the telephone 
branch, has required capital outlays of from £25 to £30 million per 
year and has raised the total deficit to over £30 million in most years. 


* Thirty-First Report of the Public Service of the Commonwealth (Canberra, 
1955), p. 22. Employees outside the jurisdiction of the Public Service Board, in- 
cluding mail contractors, brought the total employment of the Postmaster-General’s 
Department to over 90,000. 

* Joint Committee of Public Accounts, Twelfth Report, Postmaster-General’s 
Department, p. 50. 
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TABLE 22 
Data on COMMUNICATIONS IN AUSTRALIA FOR SELECTED YEARS 


1936-55 
(£ millions) 


1935/36 | 1939/40 | 1947/48 | 1951/52 | 1953/54 | 1954/55 


Revenues: 
Postal 6.7 7.4 135 26.8 
Telegraph 1.3 1.4 3.4 5.4 
Telephone 6.5 8.5 14.9 Lf, 
Radio 0.4 025 0.7 * 
Total 14.8 17.9 32.6 73.9 
Working surplus or 
deficitt 
Postal 1.9 220 Tay) — 2.2 
Telegraph 0.1 0.1 | — 0.3 — 0.8 
Telephone 0.9 1.6 P00) 4.1 
Radio 0.1 tT — 0.8 4 
Total 3.0 3.8 oa 1.1 
Total surplus or deficit 
on current account| 3.0 3.8 | — 0.8 — 3.4 
Capital expenditures|| 4.1 8.3 25.8 
Total surplus or 
deficit — 0.4 | — 9.0 —29.2 
Radio surplus or deficit 
(current and capital) § § — 1.2 
Grand total surplus 
or deficit — 0.4 | -— 9.1 —30.4 





* Net results shown below. 
+ Less than £50,000. 
t The figures for 1935/36 and 1939/40 include interest and depreciation and are not true 
working results. All figures are surpluses unless preceded by a minus sign. 
Included in figures given above. 
|| The figures for 1947/48 and later years are from the Budget. 


Sources: Yearbooks, Transport and Communication Bulletins, The Budget. 


Telephone Charges. In its investigation of the Department, the Joint 
Committee of Public Accounts made some comparisons of telephone 
charges in Australia and other countries. It reached the conclusion 
that “The most that can be said is that the charges for the Depart- 
ment’s telephone services do not appear to be unreasonable by com- 
parison with the charges for overseas services.”® The figures given 
amply confirm this conclusion; in most cases the charges are below, 
in some cases well below, those in the United States. But there 
were some important omissions, which are nearly always made in 


* Ibid., p. 22. 
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comparisons of publicly operated and privately operated facilities. 
Those omissions are the charges for interest, depreciation, and taxes. 
The Committee’s Report* gives an income statement for the tele- 
phone branch on a commercial basis for the year 1951/52. ‘Table 
23 gives a comparison of certain items in that report with similar 
items in the income statement of the American Telephone and Tele- 
graph Company for the calendar year 1952. ‘This company operates 
a very large majority of the telephone facilities in the United States. 


TABLE 23 
SELECTED I[TEMs oF EXPENDITURE BY | ELEPHONE COMPANIES 
IN AUSTRALIA AND THE UNITED STATEs, 1952 


Australia 
Telephone United States 
Branch—P. M. G.’s American 
Department Tel. and Tel. Co. 
£ mil. Per cent $ mil. Per cent 
Operating revenues 32.8 100.0 4,040 100.0 
Depreciation and amortization 0.8 225 382 9.5 
Taxes s . 705 17.4 
Interest 1e3 4.0 461} 11.4 
Balance after interest Dil 6.4 62t 155 








* Payroll taxes not shown separately, but they are not material. 
{ Interest paid on debt plus a return of 6 per cent on equity capital. 


Sources: Joint Committee of Public Accounts, Twelfth Report, p. 55; Standard and Poor’s 
Corporation Records. 
Those figures show that in Australia depreciation, taxes, and interest 
took 6.5 per cent of telephone operating revenues, while in the 
United States they took 38.3 per cent—a difference of 31.8 per cent 
of revenues. If these costs had taken the same proportion of operat- 
ing revenues in the two countries, it would have been necessary to 
raise telephone revenues, and therefore telephone charges, in Austra- 
lia by nearly 50 per cent to produce the same net result. Even so, 
the tax figure for the United States does not include nearly $700 
million of excise taxes which are levied by the federal government 
on local telephone service and toll charges and billed separately to 
telephone users and which are usually regarded as part of telephone 
charges. 

In some countries, and especially in the United States, privately 
owned utility companies are used as major vehicles for the collection 


“ Ibid., p. 55. 
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of taxes of all kinds—excise, franchise, income, property, and others. 
Publicly owned companies pay few, if any, of these taxes. With 
taxes as high as they are today, this is a matter of tremendous im- 
portance. In addition the private companies must bear the full cost 
in depreciation, amortization, and interest while public companies 
usually have light charges for these items. These same considera- 
tions would apply to the railway, tramway, and shipping companies 
discussed in the previous chapter. 


Radio and Television. The dual system of broadcasting in radio 
and television has posed a difficult problem for the Broadcasting 
Commission, which operates the government services. It must de- 
cide to what extent it will overlap and to what extent it will supple- 
ment the commercial services. To a considerable extent its policy 
on this point varies from one part of the country to another, depend- 
ing on what commercial services are available. In general its policy 
is to emphasize cultural and educational programs and to provide 
services in these fields which are not carried by the commercial 
stations. 

A large part of the expense in this field is covered by revenues 
from listeners’ license fees. In 1955 over two million fees were 
paid, for a total of about £3.9 million. These figures were greatly 
increased after the advent of television in 1957, but that operation 
greatly increased both operating expenses and capital outlays, so the 
deficit increased. 


Price Policy. The financial results of the Postmaster General’s De- 
partment are significant in relation to fiscal policy. Before the war, 
when deficits could have been justified, the Department’s revenues 
usually covered both current and capital expenditures. In the infla- 
tionary period after the war, when sound fiscal policy indicated sur- 
pluses, there were deficits on both current and capital accounts. Those 
deficits were not the result of deliberate fiscal policy action, but rather 
the result of the reluctance of public officials to recognize the exist- 
ence of inflation and to take the politically unpopular action of raising 
public charges. It is the same phenomenon noted in connection with 
the railways. It would seem to mean that the operation of large 
business enterprises by the government is likely to be an obstacle to 
the application of sound fiscal policy. 
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Evectric Power 


A rapidly growing growing demand for electric power since 
World War II has created a major governmental problem in Austra- 
lia. In recent years the states and the Commonwealth have been 
investing from £90 million to £100 million per year in electric 
facilities, but they have hardly been able to keep abreast of the 
demand. Unfortunately it is impossible to give any comprehensive 
description or analysis of these developments, since there has been 
no thorough study of the development of the Australian electric 
power industry; such information and data as exist are fragmentary 
and incomplete. 

The production and use of electric power have increased greatly 
in recent years, from about 4 billion KwH before World War II 
to over 15 billion in 1954/55. Since Australia is both the flattest 
and the driest of the continents and also subject to droughts, rela- 
tively little water power is available for generating purposes, and 
coal supplies over 80 per cent of the energy used. Tasmania is the 
one exception; it has about half of the hydro potential of the country. 
The coal comes primarily from New South Wales, and the supply 
has been subject to interruption by strikes. Other states, particularly 
Victoria and South Australia, have sought to reduce their dependence 
on this uncertain supply by developing the use of their brown coal. 
The development of the Snowy Mountain Scheme by the Common- 
wealth promises to increase the supply of electric power greatly in 
the future. 


Development of the Industry. In the early years of the century 
electricity was supplied locally by hundreds of companies, mostly 
privately owned. Public ownership developed early in the larger 
cities, and the movement toward public ownership generally was 
stimulated by the two wars and the period of acute shortage of 
generating capacity between 1945 and 1950. Those periods brought 
restrictions on the use of power and required the pooling of reserve 
generating capacity; they also emphasized the great need for more 
generating capacity. Apparently the private and municipal com- 
panies were so small and so widely dispersed that they could not pool 
their capacity effectively, nor could they raise the capital to finance 
the needed expansion. In most cases the first efforts by the states 


200 PUBLIC EXPENDITURES IN AUSTRALIA 


were to set up advisory and planning agencies which would attempt 
to bring about co-ordination and co-operation among the existing 
companies. Eventually, however, each state set up a statutory agency 
to conduct operations, and those agencies have gradually extended 
their control until now they control essentially all power sold to the 
public. The establishment of effective and efficient state operating 
agencies was a long and slow process; in most cases it was not com- 
pleted until after World War II. The present Electricity Commis- 
sion in New South Wales was set up only in 1950. The methods by 
which the state agencies absorbed the private and municipal companies 
and the terms of the transactions would make an interesting story, 
but it has not yet been written. 

As early as 1938, 75 per cent of all power generated in the 
country was generated by publicly owned companies. By 1954 that 
figure had risen to 86 per cent, and a considerable part of the re- 
mainder was power generated by industrial companies for their 
own use.° 


Reasons for Public Ownership. Boehm discusses the reasons for the 
growth of public ownership. First was the desire of the states to 
promote industrialization by assuring a cheap, reliable, and ample 
supply of electric power. Subsidiary motives here were the desire 
to promote facilities and practices to permit the interchange of power 
and the desire of Victoria and South Australia to reduce their de- 
pendence on coal from New South Wales and to promote the use 
of their brown coal. 

Other factors were technological progress and the growth of 
markets. Recent technological developments have greatly increased 
the advantages of large generating plants. By serving a large mar- 
ket, such as a whole state, a company can use its facilities more efh- 
ciently, because divergent load factors in different localities will offset 
each other to some extent, and reserve generating capacities can be 
pooled to better advantage. 

The final major cause of public ownership is composed of the 
two institutional factors of tax exemption and lower interest rates 
enjoyed by public companies.® These are the same two factors 


"E. A. Boehm, “Ownership and Control of the Electricity Supply Industry in 
Australia,” Economic Record, XXXII (1956), 258. 
* Ibid., pp. 259-64. 
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mentioned above in connection with communications, and they are 
equally important here. 


Results and Problems. While no survey has been made, it would 
seem that the state agencies are operating efficiently and in general 
are paying their own way. There are no complaints of drains on 
state treasuries, and Boehm states that they have “generally been 
more successful than other of the publicly owned services.” In the 
case of New South Wales the Electricity Commission is paying in- 
terest on its advances from the state and is charging off amounts for 
depreciation which seem to be adequate. In the first three years 
of its operations it accumulated a total operating deficit of £1.1 mil- 
lion, but showed small surpluses in 1953/54 and 1954/55. 

The principal problem of the electricity agencies is that of obtain- 
ing enough capital funds. The Loan Council sets a rigid limit on 
the amounts which states can borrow. In the face of competing 
demands for loan funds, the states are frequently not able to allocate 
to the electricity agencies enough funds to enable them to meet the 
growing demands for power. A member of the Electricity Com- 
mission of one of the states predicted that unless more funds are 
obtained than now seem likely it will be necessary again to ration 
electric power in his state by 1960. 


Commonwealth Participation. In the years just after World War 
II, the Commonwealth Government was impressed by the general 
shortage of generating capacity to meet civilian needs and the need 
for more ample facilities for defense purposes. As a result it em- 
barked in 1949 upon the ambitious Snowy Mountain Scheme, a 
combination irrigation and hydroelectric project and one of the great 
engineering undertakings of the world. It is by far the largest 
construction project ever undertaken in Australia, involving several 
large dams and many miles of huge tunnels which will divert a 
river from the eastern slopes of the Snowy Mountains in New South 
Wales to the western slopes in Victoria and South Australia. It is 
expected to have an installed generating capacity of three million 
kilowatts—more than the total installed capacity in the country in 
1950. Except for the relatively small amount of power needed for 
the Australian Capital Territory and for defense purposes, the re- 
mainder will be sold, two-thirds to New South Wales and one-third 


" Ibid., p. 270. 
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to Victoria. One small generating plant was placed in operation 
early in 1955, but it will be several years before the whole project 
is completed. The total cost will be well over £400 million—perhaps 
as much as £500 million. Up to June 30, 1956, approximately £81 
million had been spent. 

When this enterprise is completed, the Commonwealth will be 
the largest producer of electricity in the country. There are so many 
uncertainties involved that it would be extremely difficult to predict 
whether the project will be a financial success. By 1957 one impor- 
tant factor had changed substantially from the original estimates. 
The Authority pays the Commonwealth interest on advances at the 
effective rate on long-term bonds at the time the advance is made. 
When the Authority was established, that rate was not much over 
3 per cent; by 1957 it had risen to well over 5 per cent. This rise 
will have an important bearing on the eventual success of the plan. 


Housinc 


Under the constitutional division of powers the Commonwealth 
has no power to spend directly for housing. Therefore its activities 
in this field have been carried on under agreement with the states 
and in the form of advances to the states. 

Apparently there was no significant move to provide public aid 
to housing in Australia until 1936. In that year New South Wales, 
Victoria, and South Australia initiated moves to aid housing, but 
not much was accomplished before the war. In 1941 Mendelsohn 
concluded that state action had been ineffectual, either because the 
methods were wrong or because the states did not have the necessary 
resources, and recommended a program like the one in the United 
States, which would guarantee private mortgages and provide cheap 
rental housing. During the war two agencies surveyed the housing 
situation and concluded that by the end of the war there would be 
an accumulated shortage of 300,000 units and an annual increase in 
that need of 40,000. It was proposed that the Government establish 
a program that would build 50,000 units the first year, 80,000 units 
by the third year, and the same number each year thereafter until 


* Ronald Mendelsohn, “Australian Housing Policy: War and Post-War,” Eco- 
nomic Record, XVII (1941), 65. 
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the need was met. It was suggested that the Commonwealth should 
finance half of the total.® 

Late in 1945 a ten-year housing agreement was concluded be- 
tween the Commonwealth and the states. Its primary purpose was 
to provide good housing for people of limited means at reasonable 
rents. Other purposes were to provide housing for the aged, service- 
men, and ex-servicemen, and to aid in slum clearance. The principal 
terms of the agreement were as follows: 


(1) The Commonwealth would advance money for housing to 
the states at favorable rates of interest for a period of fifty-three 
years;'° the states would construct and rent the dwellings under 
standards agreed upon. 

(2) At least 50 per cent of the units were to be rented to ex- 
servicemen or their dependents. 

(3) For tenants with incomes below a certain level, a part of the 
rent was to be rebated. 

(4) The Commonwealth would bear three-fifths of any losses 
that might be incurred, including rent rebates. 

In its original form this was almost solely a rental project since 
the sale of houses was discouraged by a provision which required the 
states to repay to the Commonwealth immediately the full balance 
due on any house sold. In 1955 the agreement was amended to 
permit the state authority to sell any house on the deposit of 5 per 
cent of the balance due, and to allow 45 years for payment of the 
balance. During the first ten years only 4.5 per cent of the houses 
built were sold. 

The program got off to a slow start; in the first three years only 
92,000 houses were built in comparison with over 190,000 which had 
been suggested. This was far short of the goal, and “at was the 
government part of the programme which was mainly responsible for 
the short-fall.”"* In 1947/48 the government program had built 
only 8,000 units while private owners had built some 34,000. 


In June, 1948, the housing position, in a demographic sense, was con- 
siderably worse than in June, 1945. In three years 92,000 new houses 
had been completed, but at the same time there had been some 225,000 
* Alan Davies and Geoffrey Serle (eds.), Policies for Progress (Melbourne, 
1954), Pp. 131-32. 
*° The rate agreed upon was not to exceed the rate on the most recent long-term 


Commonwealth bonds sold; actually, advances were made at the rate of 3 per cent. 
** Ibid., p. 135. 
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new marriages. In other words, only 40 new houses had been built for 
every 100 marriages. After 1948 the position was further aggravated 
by the arrival of migrants.’* 

The rate of construction was rising steadily, however, and by 
1951/52 construction exceeded 70,000 units and has remained above 
that level ever since. By the end of ten years 575,000 units had 
been built, of which 84,200, or about 15 per cent, had been built 
under the Agreement. Total advances by the Commonwealth to 
June 30, 1955, amounted to £207.4 million. 

Tasmania withdrew from the Housing Agreement in 1950, and 
South Australia did not enter it until 1953. The latter has had 
considerable success with the South Australia Housing Trust, which 
operates somewhat differently from the other state agencies. It is 
a semi-autonomous agency, financed independently. It does not give 
rent rebates and regularly builds a large number of houses for sale. 
The General Manager of the Trust estimates that in recent years 
the Trust has built about half of all the houses built in Adelaide. 
Through 1955 the Trust had built 24,279 houses and sold 8,770. 
In 1955 the Trust, after paying taxes, interest, and debt amortiza- 
tion, showed a profit for the year of £270,155. 

When the original Agreement expired in 1955, it was extended 
by mutual consent until June 30, 1956, and in the meantime the 
Commonwealth proposed a new five-year agreement. It contained 
several significant changes. First, the Commonwealth would advance 
funds at the long-term bond rate less 0.75 per cent; the states could 
use the interest concession to reduce rents generally or to finance a 
rent-rebate plan. Nothing was said of the Commonwealth sharing 
losses or the cost of rent rebates. Second, state authorities could sell 
houses without affecting their liability to repay the Commonwealth. 
Third, during the first year at least 20 per cent, and thereafter at 
least 30 per cent, of all advances received by the states should be 
allocated to a revolving Home Builders Programme, to be reloaned 
at the long-term bond rate to Building Societies or other approved 
institutions. Thus the net effect of the changes was to limit the 
Commonwealth’s liability and to provide more financial aid for pri- 
vate home builders. There was much dissatisfaction on the part of 
some of the states, but after considerable delay the new Agreement 


*8 Ibid., p. 136. 
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was ratified. The Commonwealth continues to advance about £33 
million per year for this purpose. 


AGRICULTURE 


Agriculture is another field in which the Commonwealth has only 
limited powers to act directly. As Crawford has stated: 


A major prerequisite of an effective national agricultural policy is the 
ability to co-ordinate production and marketing policy. But the Com- 
monwealth had to recognize that the States were jealous of their powers, 
policies, and administrations in the field of agricultural production and 
development. In terms of the Federal Constitution, the peacetime powers 
of the Commonwealth in rural affairs were limited to matters associated 
with external trade and the payments of bounties on production and 
exports. ‘he six States retain sovereign powers over all matters associated 
with the land, its settlement and use, and the regulation of internal trade.1* 


Because of this constitutional situation the Commonwealth has 
had to depend for implementing many of its agricultural policies on 
agreements with the states and on persuading them to enact identical 
laws. In this connection the Australian Agricultural Council has 
been an important agency for securing co-operation and co-ordination. 
It is an advisory body, without legal status, composed of the state 
and federal ministers concerned with agricultural matters. It “runs 
the risk of being nothing more than a forum for unresolved squab- 
bles or decisions which please no one,” but “its recommendations 
nevertheless carry weight with all Governments, Commonwealth 
and State alike.’** Even when all governments agree, however, 
there is still Section 92 of the Constitution; the High Court has often 
held state and federal marketing agreements invalid because they 
restricted interstate trade, which that section requires to be “abso- 
lutely free.” 

Because of this lack of constitutional power, the Commonwealth 
does not maintain a full-fledged department of agriculture as most 
other countries do. In 1956 there was created a “Department of 
Primary Industries,” which assumed most of the responsibility for 
work in this field. Most of the technological research in agriculture 

*8 J. G. Crawford and Others, Wartime Agriculture in Australia and New Zea- 


land, 1939-50 (Stanford, 1954), p. 21. 
** Thid., p. 196. 
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is carried out by the Commonwealth Scientific and Industrial Re- 
search Organization, which devotes about half of its work to this 
field.” Its expenditures for agricultural research increased from 
about £260,000 in 1946 to over £2 million in 1956. 

Each of the states maintains a department of agriculture, which 
carries on the usual advisory, experimental, and extension service 
to farmers. In this study it has not been feasible to survey the work 
of those departments. In the past twenty-five years, however, the 
Commonwealth has financed most of the new and added activities 
in this field, and so a study of Commonwealth activities will reveal 
most of the changes which have taken place. 


Methods and Techniques Used. Except in the case of sugar, which 
is discussed below, Australia has made very sparing use of acreage 
limitation as a control device. In the early years of the depression 
farmers were actually encouraged to expand wheat acreage in order 
to provide the country with foreign exchange. The resulting price 
decline was disastrous to the farmers and relief payments were made 
to assist them. In the early war years accumulating stocks and a 
shortage of shipping made it necessary to limit wheat acreage for a 
few years. In the later war years and in the postwar period it was 
necessary to carry out a planned expansion of the production of 
several commodities. Guaranteed or support prices for farm com- 
modities have also been used sparingly. At the present time a “cost 
of production” concept is used in determining the price of wheat, 
meat, and some dairy products. 

Marketing agreements with the United Kingdom, with varying 
arrangements for price determination, have been used extensively. 
These may cover a whole crop, some specified portion of it, or the 
surplus above domestic consumption. During and since the war they 
have been applied to wool, dairy products, and meat. 

During and immediately after the war, price stabilization subsi- 
dies were paid on a number of agricultural commodities, both to 
stimulate production and to keep down prices to consumers. The 
dairy subsidy is the only one of these which has survived, and it now 
dominates the payments to the agricultural sector." 


**It has been suggested that, strictly speaking, the Organization has no valid 
constitutional basis, but apparently that question has never been raised before the 
courts. 

*° The subsidy on tea survived until 1956, but it was solely on imports. 
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Development of Policies. The depression forced the Commonwealth 
to make its first large expenditures for agriculture. These were 
made first to relieve the acute distress of the wheat farmers. Later 
substantial payments were made to the states so that they could 
finance plans for adjusting farm debts. As Table 24 shows, these 
two items accounted for the bulk of payments in this period. These 
were ad hoc measures, not based on any over-all agricultural plan 
or policy. So, “at the end of the 1930’s, there was no effective 
national farm policy and little evidence that such a policy could be 
expected to develop without significant changes in Commonwealth- 
State relationships.” 


TABLE 24 
BounrTIEs, SUBSIDIES, AND OTHER AssIsTANCE PAYMENTS 
To AGRICULTURE BY THE COMMONWEALTH FOR 
SELECTED PERIODS, 1931-55 
(£ millions) 





1931-39 1940-45 1946-49 1950-55 





Relief and other payments to wheat 





growers and wheat industry 16.1 14.4 0 8.8 
Farmers’ debt adjustment 6.3 1.6 _ — 
Drought relief — 4.5 — 

Dairy industry subsidies — IS 283 19.8 87.6 
Stock feeders’ subsidies — 5.6 8.7 — 

Fertilizer subsidies is So() 13.6 7.8 
Wine export bounties bad 0.3 . — 

Cotton bounties 0.9 0.2 = 0.1 
Fruit industry subsidies 0.6 328 0.9 — 

Cattle tick control 0.5 0.4 0.2 0.7 
Meat production subsidies = — — 1.6 
Tractor bounties — — 0.1 0.5 
Wool use promotion = = 1.4 2.8 
Wool products bounties = = = 15.0 
Other bounties and subsidies 0.4 1.6 Dee Dell 

Total bounties and subsidies 28.3 Sy) D2 48.0 127.0 

Average per year So74 8.7 12.0 ONG 

Total payments to rural sector t il 55,5) 152.9 





*Less than £50,000. 
t Not available. 


Sources: 1931-45, Reports of Commonwealth Grants Commission; 1946-55, special compila- 
tion prepared by Commonwealth Department of Trade, 1956. 


** Ibid., p. 22. 
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In the early war years it was necessary to continue payments to 
wheat farmers, both to relieve distress and then to compensate them 
for restricting acreage. When the war moved to the Western Pa- 
cific, Australia had to provide food for millions of fighting men, and 
it was necessary to stimulate the production of many food items, 
particularly dairy products and vegetables. Also, the supply of 
phosphates was cut off, and subsidies for fertilizers had to be in- 
creased. To accomplish these objectives and at the same time hold 
the line on food prices increased subsidies were required. 

In the immediate postwar years it became even more difficult to 
hold prices down and to secure the fertilizers, equipment, and other 
supplies the farmers needed in a world in which inflation was ram- 
pant. It was necessary to plan for increased production, both to feed 
a rapidly increasing population and also to supply the exports needed 
to pay for the rising level of imports the country required. When 
the Commonwealth was forced, by a decision of the High Court, to 
abandon price controls in 1948, most of the payments which had 
been made to hold down prices were ended. The one big exception 
was the dairy subsidy. 

The continuation of the dairy subsidy is an interesting case study 
of the ways in which public expenditures may persist under changing 
conditions and justifications. One well-informed Commonwealth 
official referred to it as “an accident,” but like most accidents it did 
not “just happen.” It was the result of a bit of clever political 
skirmishing between states and Commonwealth in which the latter 
was trapped. 

During the last few years that Commonwealth price controls 
were in effect, the Commonwealth paid a constant subsidy of 6d. or 
7d. per pound on butter. Even with price controls, production costs 
rose and 


butter prices were raised but kept below “normal” levels by the constant 
subsidy payments . . . . After the defeat in the Prices Referendum the 
Commonwealth transferred price control to the States, and the States, 
being clever, froze the price of butter. Domestic butter prices remained 
at 2/2d. per lb. from July 1948 to August 1951 and, as a result, the 
Commonwealth was left paying a greater subsidy with increased pro- 
duction costs.’® 


*®Tan Shannon, Rural Industries in the Australian Economy (Melbourne, 1955), 
pp. 65-66. 
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When the Liberal-Country Party Government took over in 1949, 
the state premiers told Commonwealth officials that there had been 
an informal understanding with the Labor Prime Minister, Chifley, 
that the Commonwealth would pay this increasing subsidy. The 
new Government agreed to honor this commitment, and since then 
has not been able to find any graceful or politically expedient way 
to get out of it, although it is no secret that it would like to do so. 
In 1952 the amount of the subsidy was again frozen at 1s. 14d. per 
pound, about twice the original subsidy; since then the retail price 
of butter was increased with production costs, and total subsidy pay- 
ments have varied with production. 

Here we have an example of a public expenditure which cannot 
be justified on economic grounds but which is supported by strong 
political considerations. On one side there is a vocal, well-organized 
pressure group representing a comparatively small number of pro- 
ducers. On the other side there is the great political potential of 
cheap milk and butter for the poor and the children. In the face of 
such political forces, economic considerations carry relatively little 
weight."® 


Wheat. The Australian Wheat Board was established in 1939 to 
buy, sell, store, and ship wheat. It was reconstituted in 1949 and 
has administered several wheat stabilization plans which have oper- 
ated since that time. It has sole power to market wheat in the 
country and to handle wheat and flour for export. The Wheat 
Stabilization Plan in operation in 1956 had these major features: 

1. The Commonwealth Government guarantees growers a price 
to cover cost of production on wheat for domestic consumption and 
up to 100 million bushels for export each year. 

2. A Wheat Stabilization Fund finances the Plan; it derives its 
receipts from a tax on wheat exports equal to the excess of the export 
price over cost of production, but not to exceed rs. 6d. per bushel. 


™ Soon after the war “Milk Bars” were established in large numbers throughout 
Australia, so many that they and other similar projects were absorbing a significant 
amount of funds and manpower sorely needed for more basic investments. To 
characterize the economy of that period, Sir Douglas Copland coined the term “Milk 
Bar Economy.” The low price of milk, made possible by the subsidy, was un- 
doubtedly a factor in stimulating the development of milk bars and thus in changing 
the allocation of economic resources. It is not often that we have such a clear and 
simple illustration of the way in which an unsound government expenditure leads to 
undesirable economic results. 
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3. The Fund may not exceed £20 million; amounts beyond that 
are refunded to growers. 

4. When the export price falls below cost of production, the 
deficiency (on exports up to 100 million bushels per year) is drawn 
from the Fund; if the Fund should be exhausted, “the Common- 
wealth Government will make the necessary payments.” 

On June 30, 1955, the balance in the Fund was £5.1 million. 
Net receipts for the year 1955/56 were £4.5 million, leaving a bal- 
ance on June 30, 1956, of £9.6 million. Through the latter date 
the Fund had functioned as a true stabilization fund, and the Govern- 
ment had not been required to make any payments to it. 


Wool, Except for price supports during World War II, there has 
been no stabilization plan for wool, by far the country’s most im- 
portant single product. “The Wool industry was generally inde- 
pendent of government intervention and resisted any attempt at 
regulation or control.””° 

The United Kingdom contracted to buy the surplus wool clip 
during World War II and for one year thereafter. The price varied 
from less than 14d. per pound to a little over 15d. It was agreed 
that growers should receive one-half of any profits which might be 
realized from the sale of surplus wool after the war. By the end of 
the war the U.K. held over three billion pounds of wool, over two 
billion of which had come from Australia. Contrary to expectations, 
this wool was sold at a large profit in the postwar years. Australia’s 
share of the profits was about £93 million and by June 30, 1955, 
nearly all of this had been distributed to the growers. In the mean- 
time large price stabilization subsidies had been paid in the imme- 
diate postwar years to hold down the price of wool products. 

Before the above operation had been completed, the Korean 
War came along; the United States embarked on a huge stock-piling 
program, and the price of wool was forced to fantastic levels. From 
a level of 15d. per pound at the end of the war and 48d. in 1939/40, 
the average price of all wool sold in Australia reached 144d. in 


®° Crawford et al., op. cit., p. 77. In 1937 Maclaurin observed that wool had 
been “left to cope unaided with world forces, and yet wool maintained a better 
statistical position than almost any other Australian commodity.” O. cit., p. 209. 
Shannon notes the policy of wool growers and brokers to “sell and repent but sell.” 
This policy “keeps market supply very constant no matter what the price. In the 
fourteen years from 1925/26 to 1938/39, Australian end-of-season stocks as a 
percentage of annual output were less than 3 per cent in ten years and never more 
than 7 per cent.” Of. cit., p. 24. 
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1950/51. There were proposals for a heavy export tax on wool, 
both to produce revenue and to reduce the inflationary potential of 
the proceeds, but these proposals were defeated. In fact, instead of 
producing revenue for the Government, the high prices forced the 
Government to make additional expenditures. During 1950-53 
some £17 million was paid as subsidies to keep down the domestic 
price of wool products. The distribution of the wool profits and the 
very high wool prices in 1950/51 undoubtedly were major factors 
contributing to the great inflation which Australia experienced after 
1950. 


Sugar and Tobacco. Programs for these two commodities are classic 
examples of ways in which production may be subsidized without 
expenditures from the public treasury. 

For many years the production, sale, export, and domestic price 
of sugar have been tightly controlled. The acreage planted to sugar 
cane, almost all in Queensland, is severely limited. The Queens- 
land government buys all sugar produced, pools the proceeds, and 
pays a uniform price to refineries. By agreement between the Com- 
monwealth and Queensland governments, a uniform price is set for 
sugar consumed domestically. This price is sufficient to yield, after 
taking into account any surplus or deficit on exports, the amount 
needed to pay producers the agreed price. An embargo on sugar 
imports permits complete freedom in setting the domestic price. 
Rebates are allowed fruit-industry processors who use sugar in their 
operations. 

In 1923 production was barely enough to cover domestic re- 
quirements, but it increased rapidly until, by 1925, 44 per cent of the 
crop was exported. From 1929 to 1939 production increased by 
70 per cent despite controls and the fact that export prices usually 
were less than half of the pool price. In those depression years the 
consumers of sugar were being taxed to maintain Australia’s balance 
of payments and, incidentally, to underwrite the incomes of the sugar 
producers. Whether this was the most effective way to maintain 
the balance of payments would depend to a considerable extent on 
the elasticity of the demand for sugar in world markets. 

In recent years production has ranged from about 800,000 tons 
to well over a million tons per year and approximately one-half 
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has been exported. A majority of the exports have been sold to the 
United Kingdom at a negotiated price, and the balance has been 
sold at world prices. Before World War II the domestic price was 
at times two or three times the export price, but in several years 
after the war the domestic price was lower. In any event the 
production of sugar in Australia is almost, if not completely, a per- 
fect monopoly under government sponsorship and control. Pro- 
ducers are guaranteed a price which will yield them a profit. The 
guarantee is made by the Queensland government and underwritten 
by the Australian consumer. 

In the case of tobacco the effort has been to increase the acreage 
and production of tobacco in order to reduce the imports of leaf 
tobacco. In the early 1930’s production jumped sharply to over 
20,000 acres. Then Blue Mold hit the crop and the acreage fell 
by more than half. During the war, efforts were made to stimulate 
production but with little success. By 1950 acreage had fallen to 
less than 4,000 acres; after that it slowly rose to about 9,000 acres 
in 1955. 

The device used to encourage production is to allow manufac. 
turers a reduction on the duty they pay on imported leaf if they 
use a specified minimum percentage of Australian tobacco in their 
products. These percentages have risen from 3 per cent on cigarettes 
and 5 per cent on other products in 1946 to 14.5 per cent and 22.5 
per cent, respectively, effective in 1958. This provision produced 
sharp competition for the small amount of tobacco grown in the 
country and forced prices up from an average of 58d. per pound in 
1949 to 137d. in 1954. The latter figure was over two and a half 
times the price of flue-cured tobacco in the United States at that time. 
The intention seems to be to continue increasing the percentage of 
Australian tobacco required in manufactured products and in this way 
to keep the price of the local leaf high. 

This arrangement for tobacco is another example of a “negative” 
expenditure; the Government gives up certain revenues in order to 
subsidize the production of a certain commodity. In addition, the 
Commonwealth is making contributions, along with growers and 
manufacturers, to a research fund to finance the study of the prob- 
lems of tobacco production. 
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OTHER BouNTIES AND SUBSIDIES 


Other than those on farm products, the Commonwealth pays a 
number of bounties and subsidies, most of them quite small. Only 
two of them will be noted here. 


Tea Subsidy. ‘When Commmonwealth price controls were abolished 
in 1948, two major payments which had been made to hold prices 
down were continued, the dairy subsidy noted above and the tea 
subsidy. The tea subsidy was continued apparently because of its 
mass political appeal. Payments varied from about £4 million to 
about £7 million per year. It was finally abolished in 1955, and the 
final payments were made in 1956. 


Gold Bounty. Gold producers in Australia have been alternately 
taxed and subsidized. In the 1930’s some small subsidies were paid. 
During World War II a special tax was imposed on gold production, 
equal to 50 per cent of the sale price above £9 per fine ounce. It 
produced total revenues of about £4.6 million and was suspended in 
1947. 

In 1952 and 1953 assistance was given to producers by allowing 
them to sell at premium prices in the world markets. By the end 
of 1953 world prices had fallen, and some producers were faced with 
the possibility of having to close their mines. For their relief the 
Gold-Mining Industry Assistance Act was passed in 1954. This gave 
to small producers (those producing less than 500 ounces per year) 
a flat bounty of £1 10s. per ounce. Large producers are paid accord- 
ing to a formula which gives them three-fourths of the cost of pro- 
duction above £13 10s. per ounce, with a maximum of £2 per ounce. 
If sales are made above the official price of £15 125. 6d. per ounce, 
the subsidy is reduced accordingly. The bounty may not exceed 
an amount which will give the producer a return of 10 per cent of 
his capital investment. The producer must maintain the recovery 
rate of his mine at least equal to the rate which prevailed in the year 
before the Act was passed. 

In 1957 the rates were raised to £2 per ounce for small producers 
and a maximum of £2 15s. for large producers. Annual payment 
had been about £400,000, and under the increased rates were expected 
to be £600,000.” The acknowledged purpose of the bounty is to 


™ The Australian Financial Review, Sept. 5, 1957, Pp. 9- 
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maintain employment in the mines, but that is difficult to justify in 
the face of the labor shortages which have prevailed in recent years. 
Probably another purpose is to maintain gold production in order to 
earn foreign exchange. Australia has been a consistent exporter of 
gold, the amounts ranging from £14 to £16 million annually in recent 
years. This is approximately 2 per cent of total exports, so the 
bounty is not likely to have any noticeable effect here. Perhaps the 
real reason for the bounty is that gold still casts a magic spell, espe- 
cially in political circles, and gold producers have not been slow in 
taking advantage of that fact. 


Lanp SETTLEMENT 


In Australia the term “closer settlement” is used broadly to mean 
a policy of encouraging the settlement of unoccupied Crown lands 
and promoting the subdivision and more intensive use of some of the 
large grazing estates. The soldier settlement schemes discussed 
under “Repatriation” were a part of this general policy. Each of 
the states had long had a plan for making advances to settlers to 
encourage closer settlement. Most of these advances were made 
before World War I and during the 1920’s. The depression of the 
1930’s brought widespread defaults on those advances and forced 
the Commonwealth to come to the aid of the states in working out 
adjustments and relief for the settlers. The heavy losses sustained 
by the states on those advances were an important factor in their 
financial difficulties during that troubled period. In most cases those 
losses forced a critical examination of the programs, which brought 
to light the unsound policies and the bad administrative practices 
which had caused the losses. Generally the states profited by their 
costly experience; except for soldier settlement schemes financed by 
the Commonwealth, operations have been on a greatly reduced scale 
since World War II. 

It is easy to understand why programs of this kind had a strong 
appeal to political leaders. Here was a vast continent occupied by, 
relatively, a very few people. Millions of unoccupied acres, it was 
thought, were waiting only for the coming of the pioneers to be 
converted into prosperous farms. Capital was scarce; so, it was rea- 
soned, the state could make a great contribution to national develop- 
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ment by advancing the relatively small amounts needed by the 
settlers. Probably every country which has had a great frontier to 
settle has passed through that stage. 

At the same time it was almost inevitable that the programs 
would fail. They were politically motivated and politically adminis- 
tered. The country did not have the financial maturity or the 
administrative techniques necessary to protect the financial integrity 
of the programs. As a result much the same mistakes were made 
and the same abuses developed in every state. 

Almost without exception, those who have studied these programs 
have criticized them as poorly conceived, badly administered, and 
financially unsound. The Commonwealth Grants Commission has 
repeatedly pointed out that losses on land settlement have been a 
major factor in the financial difficulties of the claimant states for 
which it recommends grants.?”_ Eggleston has stated that “there is 
a fundamental reason why closer settlement on the Australian system 
cannot succeed. Everything conspires to take away from the settler 
the consciousness that he is responsible for his own success .. . .”* 
Along the same line Wadham states: 


All investigations into the wheat industry during the depression showed 
clearly that the boundaries of settlement for wheat-growing had been 
pushed too far into regions of low and uncertain rainfall. To the cynic 
it seems that, financially, the State legislation has by this time gone through 
the complete cycle of providing money for settling farmers on the land, 
further money for enabling them to remain there and, finally, money to 
compensate them for abandoning it.” 

2 See, for example, First Report (1933), p- 75; Third Report (1935), pp. 36- 
43; and Tenth Report (1943), pp. 65-69. The First Report stated that the West 
Australian Group Settlement Plan was a failure from the beginning, that about 
three-fourths of the £8 million invested would be lost, and that the system of ad- 


vances was improvident and ill-conceived. In its Third Report the Commission 
concluded that the development policy of all the states “has thus been lacking in a 


real insight into the problem of marginal settlement . . . . The States have incurred 
a load of debt without sufficient inquiry into the cost, the value of the land, the 
character of the settler, and the prospects of the market . . . . The settler who has 


been placed on the land has a grievance, and the State tends to keep him there and 
make further advances.” 

*® State Socialism in Victoria, p. 68. 

*4S. M. Wadham, “Law and Legal Institutions Affecting the Rural Economy,” 
in George W. Paton (ed.), The Commonwealth of Australia: The Development of 
Its Laws and Constitution (London, 1952), 252. 


216 PUBLIC EXPENDITURES IN AUSTRALIA 


Francis Ratcliffe presents a vivid case study, based on his expe- 
rience in the semi-arid region of Queensland. He condemns the 
policy of establishing small farms in that region and says they 


must in the end be subsidized, and subsidized more and more heavily as 
time goes on. ‘The subsidy will take the form of periodic debt adjustments, 
grants for restocking, tax remissions, freight concessions, and the like.?° 

It is impossible to give any accurate idea of the amount the states 
have lost on land settlement, for the story has never been written. 
Developments have been many and complex; accounts are compli- 
cated and far from uniform; and states have not wished to advertise 
their mistakes and misfortunes. Total advances to settlers up to 
1954, exclusive of soldier settlements and Crown lands, amounted 
to over £225 million, and the balance outstanding at that time was 
approximately £40 million.” A considerable but unknown portion 
of the difference between these two figures represents debt adjust- 
ments and remissions. These figures do show, however, that a 
combination of inflation and more cautious policies has reduced these 
balances to the point where they are no longer a threat to the sol- 
vency of the states. 


Business ENTERPRISES 


From time to time state and Commonwealth governments have 
operated, or participated in the operation of, numerous business 
enterprises other than the utility and transportation projects dis- 
cussed earlier. These have been too numerous and diverse for 
detailed consideration. Discussion here must be limited to a few 
brief comments on general trends. 

Government participation in business was extensive just after 
World War I. The federal government had the Commonwealth 
Shipping Line, the Commonwealth Bank, and the Commonwealth 
Savings Bank. Among the states Queensland was most active, oper- 
ating at one time “sheep stations, butcher shops, a state fishery, a 
cannery, a state produce agency, a state hotel, a state coke works, 
smelters, and a number of state mines.”*7 Other states operated 


°° Flying Fox and Drifting Sand (rev. ed.; Sydney, 1947), p. 330. 
*° Year Book No. 42 (1956), pp. 102-5. 
*™ Maclaurin, of. cit., p. 15. 
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enterprises, but not so extensively as Queensland. Many of these 
undertakings were failures and were liquidated even before the de- 
pression; still others were closed out during the depression.?* On 
the other hand New South Wales operated efficiently and profitably 
state brickworks, pipe works, and quarries; but these also were sold 
during the depression. 

During the depression, government was busy salvaging or liqui- 
dating both private and public enterprises, and there was no occasion 
for establishing new ones. Conditions during the war precluded 
starting any new projects except those required by the war effort, 
such as the Australian Shipping Board. 


In the years following 1939, while national survival hung in the balance, 
the [Labor] Party tacitly acquiesced in the view eagerly urged by its 
opponents, that socialism should not be pushed to the detriment of national 
unity behind the war effort. This did not prevent Labour’s implementing 
its social reform plans in the later war years.”® 


Between 1944 and 1949 the Commonwealth Government estab- 
lished, among other agencies, the Joint Coal Board (jointly with 
New South Wales) to bring order into the chaotic coal industry, the 
Australian Aluminium Production Commission (jointly with Tas- 
mania) to produce aluminum, the Overseas Telecommunications 
Commission to handle all international telecommunications, the Tea 
Importation Board, and the Australian Whaling Commission. It 
also bought shares in Amalgamated Wireless, Ltd., Commonwealth 
Oil Refineries, and National Oil, Pty., Ltd. The attempts to nation- 
alize all banks and air lines have been described earlier. 

The Aluminium Production Commission, one of the larger under- 
takings, had a long and troubled career before it got into production. 
First authorized in 1944, it did not produce aluminum until 1955. 
The Commission was the subject of an investigation by the Joint 
Committee of Public Accounts and a special report by the Auditor- 
General, both of which criticized its accounting system and some of 
its financial practices. It was first projected with a capital of £3 
million to be contributed equally by the Commonwealth and Tas- 
mania. Faulty estimates and rising prices made it necessary to raise 


78 <The Commonwealth Shipping Line was disposed of, largely because of the 
difficulty of labour control. The Queensland cattle stations and butcher shops were 
complete failures . . . . By 1933-34, the only government enterprises in operation 
in Queensland were a fish market, certain coal mines supplying railways, and a 
smelting works.” Jbid., p. 15. 

° Crisp, op. cit., p. 79. 
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this several times, so that its capitalization in 1956 was £10.5 million, 
of which the Commonwealth had contributed £9 million. It is 
expected to produce 13,500 tons of aluminum ingots annually. As 
yet it has not been in operation long enough to indicate whether it 
will be able to produce efficiently. 

The Commonwealth’s numerous business undertakings, and espe- 
cially the unsuccessful attempts to nationalize the banks and the air 
lines, contributed to Labor’s defeat in 1949. The Liberal-Country 
Party coalition which then took over began a slow and cautious re- 
treat from Labor’s policy of socializing production. Table 25 shows 
some of the results of the new policy. 


TABLE 25 
COMMONWEALTH RECEIPTS FROM THE SALE, LIQUIDATION, AND 
REDUCTION IN CAPITAL OF BusINEss ENTERPRISES, 


1951/52 TO 1955/56 





£ millions 

Joint Coal Board—repayment of advances Fe] 
Tea Importation Board—repayment of advances 2.0 
National Oil, Pty., Ltd.—proceeds of realization 0.2 
Australian Whaling Commission—disposal of assets 0.7 
Commonwealth Oil Refineries—sale of shares 2.8 
Amalgamated Wireless, Ltd.—sale of shares te 

Total MWes5 


Source: Budgets. 


One reason, but not the only one, for the varying government 
activity in the business field has been the changeable enthusiasm of 
the Labor Party for socialization. That Party is still officially a 
socialist party with the objective of socializing “industry, production, 
distribution and exchange.” That objective was adopted in 1921, 
but the same Party conference adopted the “Blackburn Declaration,” 
which stated that the Party did not seek to “abolish private owner- 
ship even of any of the instruments of production where such instru- 
ments are utilized in a socially useful manner and without exploita- 
tion.”°° In 1953, in an effort to appease Catholic views, the Party 
adopted a new preamble which “stresses social justice, rather than 
Socialism,” as the A.L.P.’s aim.** In brief, the Party must appeal 


°° J. D. B. Miller, Australian Government and Politics (London, 1954), p. 72+ 
™ Ibid., p. 73. 
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to people with a wide range of views; so, while retaining its official 
objective of socializing the means of production, it varies its emphasis 
on this objective with changes in public opinion. 

Crisp describes the anomalous positions of the major parties on 
this point in these words: 


It is one of the major ironies of recent Australian politics that Labour, 
which professes socialism, should have become fascinated with a mild 
amalgam of nationalization and the measures with which Keynes and 
Beveridge propose to patch up capitalism, while anti-Labour, though under 
the necessity of seeking high and low for an economic and social pro- 
gramme at once attractive to middle voters and acceptable to campaign 
contributors, shies off Keynes and Beveridge as dangerous radicals and 
cleaves uncertainly to the orthodoxies of stout King Edward’s day.” 


Except in the fields of utilities, transportation, banking, and per- 
haps coal mining, the Australian economy has remained overwhelm- 
ingly under private ownership and control. Ventures in public 
ownership outside those fields have been spasmodic and have been 
attended with results varying from mild success to pronounced 
failure. 


** Op. cit., p» 121. 








Federal Aspects of Expenditures 


EVERY FEDERAL GOVERNMENT has a problem in working out a satis- 
factory financial arrangement between the states or provinces on the 
one hand and the federal or national government on the other. Quite 
often the allocation of functions between these two levels of govern- 
ment does not correspond closely to the allocation of financial re- 
sources or the division of taxing powers. Except in time of war the 
central government usually has command over greater resources, in 
relation to its needs, than do the states or provinces.’ 

At a time when a group of states or colonies unite to form a 
federation it will usually be true that those states are deriving a 
major part of their revenues from customs. One of the basic pur- 
poses of federation almost certainly will be to create a larger free- 
trade area. The accomplishment of this purpose will automatically 
deprive the states of this revenue, which will be transferred to the 
central government. So at the very beginning there will be a difficult 
problem of finding for the states suitable revenues to replace the 
customs they lose. As the economy matures this particular problem 
usually declines in importance because customs are frequently over- 
shadowed by other forms of revenue. But other problems arise as 
the two levels of government compete for new sources of revenue 
to meet growing expenditures. Usually a contest develops in which 
each level of government tries to retain control over expenditures 
for certain functions while at the same time trying to force the other 
level to assume responsibility for supplying the funds. 


*See Wilfred Prest, The Economics of Federal-State Finances (The Joseph 
Fisher Lecture in Commerce) (Adelaide, 1955), p. 18. 
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Australia’s experiences since federation constitute an extensive, 
complex, and significant case study in intergovernmental financial 
relationships. It is the purpose of this chapter to examine a few 
selected aspects of that experience, especially in relation to ex- 
penditures. 


EvoLuTIon oF COMMONWEALTH-STATE FINANCIAL RELATIONS 


At this point it may be well to provide some background by listing 
the major steps in the evolution of the present financial arrangements 
between the Commonwealth and the states. These are described, 
with their historical setting, in Chapter I, and some of them are 
examined in more detail in later sections. 

In the beginning the Constitution gave to the states, for at least 
ten years, three-fourths of the customs duties collected by the Com- 
monwealth and all of the surplus revenues of the Commonwealth. 
Beginning in 1908 the Commonwealth deprived the states of surplus 
revenues by diverting those revenues into trust funds. In 1910, ten 
years having elapsed, the Commonwealth substituted fixed payments 
to the states of 255. per capita for the three-fourths of customs reve- 
nues, although the voters had refused to approve a constitutional 
amendment to that effect. That arrangement continued for seventeen 
years despite continuing agitation by the states for larger payments. 
The states received increased aid under the Financial Agreement of 
1927. In addition to the above payments, special grants were made 
to Western Australia in 1909 and to Tasmania in 1912. Highway 
grants were first made in 1923 and have continued since that time. 
Special grants to three “claimant” states (South Australia, Western 
Australia, and Tasmania) were put on a permanent and formal basis 
in 1933 with the creation of the Commonwealth Grants Commission. 
The pattern and amount of payments to the states in 1939 are shown 
in Table 26. 

When the Commonwealth assumed a monopoly of the income 
tax in 1942, it began to make tax-reimbursement grants to the states. 
At first these equaled the amounts the states had collected from their 
own income taxes in the immediate prewar years. Later the grants 
were increased and put on a formula basis, increasing with population 
and wage payments. Still later, in response to urgent demands 
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from the states, supplementary payments were made outside the 
formula. Also, as noted in earlier chapters, various special grants 
were made in the postwar years for universities, hospital facilities, 
and other purposes. All of these are shown in Table 26. 


TABLE 26 
COMMONWEALTH PAYMENTs TO STATES, 1939 AND 1955 
(£ millions) 





Uniform Tax grants: 


“Formula” grants — 130.0 
Supplementary grants — 10.9 

Payments under Financial Agreement: 
Interest on state debts 7.6 7.6 
Sinking fund on state debts eS 3.9 
Special grants to S. A., W. A., and Tas. 20 12.3 
Road grants 4.3 2255 
Assistance to Universities _ 125 
Reimbursement for TB hospital facilities _ iy) 
Other payments 0.2 2.4 
Total 15.6 201.8 


Source: Commonwealth Bureau of Census and Statistics. 

Note: Different compilations of payments to states differ considerably in amounts. The 
above figures were compiled by the Commonwealth Bureau of Census and Statistics. 
They differ slightly from the figures given in the Commonwealth Budget; they differ 
greatly from the figures given by the Commonwealth Grants Commission. The Grants 
Commission included (for 1955) £17.5 million for ‘Assistance to Primary Production” 
and £15.1 million for ‘Public Hospital, Medical, and Other Benefits.” Twenty-Third 
Report (1956), p. 77. These two categories of payments consist primarily of payments to 
individuals which are channeled through the states. The figures in the above table include, 
among the “Other payments,” small amounts of benefits to primary production. 


The importance of these grants to the states is shown most clearly 
by comparing them with the tax revenues collected by the states. In 
1939 tax revenues were 3.3 times the amount of grants; in 1955 
grants amounted to 2.1 times the amount of tax revenues collected. 

The Uniform Tax grants and the special grants of the three 
claimant states, which make up about 70 per cent of the total, are 
unconditional and unrestricted; the states have as much freedom in 
using them as they have in using their own tax revenues. The others 
are restricted in the sense that they are earmarked for specific uses. 
Only in very exceptional cases is there anything in the nature of a 
matching requirement; for example, states can qualify for the uni- 
versity grants only if they provide certain minimum amounts for 
the universities from their own funds. So it may be said that prac- 
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tically all of the grants are made for the purpose of providing finan- 
cial aid to the states,.either general or specific, and not for the 
purpose of stimulating the states to use more of their own funds for 
specified purposes. 


CENTRALIZATION OF EXPENDITURES 


In Australia, as in most other countries of the world, there has 
been a growing concentration of public expenditures in the central 
government. The increasing payments to the states have been one 
of the major causes. Those payments would have risen in any event, 
but their size has been determined to a great extent by the Common- 
wealth’s decision to retain Uniform Taxation. That was not inev- 
itable; it was a political decision which reflected the thinking of the 
Government at the end of the war. But, like many other such 
decisions, it is difficult to reverse, and every year that passes in- 
creases the chance that it will remain as a permanent fixture.” The 
dominating position of the Commonwealth in the raising of revenue 
has been further strengthened by “judicial decisions which have 
deemed sales taxes [such as motor fuel and general sales taxes] to 
be excise duties and precluded the States from this field of Taxation 
also.” 

Another major cause of centralization has been expenditures for 
national defense, including interest on the war debt and repatriation. 
During a war these expenditures increase enormously, while state 
and local expenditures are rigidly held down. After a war conditions 
change, but rarely is the former balance restored, especially if, as in 
recent years, a cold war is in progress. This factor has been less 
important in Australia than in many countries, since Australia spends 
relatively less for the current maintenance of the armed forces. 

The national programs for health and welfare have been a third 
important factor causing centralization. Again, large increases in 
public expenditures for these purposes were inevitable; the aspects 
which were subject to some discretion and control were the size of the 
increase and the distribution of the expenditures between the federal 

* The constitutionality of Uniform Taxation was upheld a second time in 1957 
in the case of Victoria and New South Wales v. Commonwealth, reported in Austra- 
lian Law Journal, XXXI (1957), 369-93. For a careful and detailed analysis of 


this case see Geoffrey Sawer, ‘““The Second Uniform Tax Case,” zbid., pp. 347-52. 
*Prest, of. cit., p. 19. 
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government and the states. These were influenced by the views of the 
Government in the immediate postwar years, and the decisions of 
that Government were in the direction of increasing the size and 
concentrating the expenditures in the federal government. Once the 
pattern was set it was practically impossible to make substantial 
changes in it. 

The great changes and advances in the fields of transportation 
and communication have been such that the increased expenditures 
required by these functions have fallen largely on the central govern- 
ment. A half century ago these functions, if they existed at all, 
were very largely local in their significance. Expenditures in this 
category are represented by such items as outlays for the Common- 
wealth Railways, increased road grants to the states, investment in 
air lines and outlays for airways facilities, expansion of the telephone 
system, and outlays for radio broadcasting and television. 

A special factor which has operated to increase the centralization 
of expenditures in Australia has been the costs connected with the 
assumption of the status of an independent and sovereign nation. 
This includes the increased expenditures for national defense, the 
costs of a full-fledged foreign service, financial obligations connected 
with membership in the United Nations, and the costs of foreign aid 
in such arrangements as the Colombo Plan. 

Finally, there has been the need for strong and positive action 
by the central government to protect the economy against various 
destabilizing forces. There was the need to control prices, to pay 
subsidies, to protect the balance of payments, and to implement a 
stabilizing fiscal policy. Australia’s balance of payments has long 
been unstable and precarious, and the Australian economy has been 
vulnerable to economic disturbances arising throughout the world. 
Since World War II these conditions have been accentuated. Only 
a national government can cope with such forces, and even a national 
government must have access to large financial resources. These 
considerations have contributed to the centralization of public ex- 
penditures. 

As was explained in Chapter 1, there are two methods of measur- 
ing the growth of the centralization of public expenditures. These 
have been called, respectively, the Revenue Basis and the Direct 
Expenditures Basis. Table 27 shows, for selected years, the distribu- 
tion of expenditures among the three levels of government on both 
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of these bases. The difference between the two bases gives some 
indication of the volume of intergovernmental payments and of the 
extent to which the states have become dependent upon the Common- 
wealth for their funds. 

Before World War II the Commonwealth, on a revenue basis, 
accounted for less than 40 per cent of all expenditures. The troubled 
times about 1931 were responsible for small relative increases in 
Commonwealth and state expenditures and a fairly sharp drop in 
local expenditures. This comparison gives some indication of how 
the different governments were able to stand up under the financial 
strains of the times. Since World War II the Commonwealth has 
accounted for well over 60 per cent of all expenditures, but it may be 
significant that since 1948 this figure has declined irregularly, while 
state expenditures have correspondingly increased in relative im- 
portance. 


TABLE 27 
PERCENTAGE DisTRIBUTION OF PuBLIC ExPENDITUREs AMONG LEVELS 
OF GOVERNMENT FOR SELECTED YEARS, 1929 TO 1955 


1928/29 | 1931/32 | 1938/39 1949/50 | 1954/55 
Revenue Basis: 
Commonwealth 34.6 37.4 38.3 ; 67.8 63.9 
States 54.1 55.8 51.4 _ 25.6 29.5 


Local Governments 11.3 6.8 10.3 ‘ 6.6 6.6 


100.0 100.0 100.0 . 100.0 100.0 


Direct Expenditure 
Basis: 


Commonwealth 51.9 47.4 
States 40.8 45.0 
Local Governments WES 7.6 

100.0 100.0 





Source: Commonwealth Bureau of Census and Statistics. 


A striking feature of this distribution of expenditures is the very 
small role played by local governments. This is in sharp contrast 
with the situation in such countries as Canada and the United States. 
Indeed, it is doubtful if local governments are of such relatively 
small importance in any other Anglo-Saxon country in the world. 
This, of, course, is a reflection of the fact that the Australian states 
have the sole or the major responsibility for such important functions 
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as education, railways, law enforcement, hospitals, electric power, 
local transportation, and water supply. But how and why did this 
situation develop? An adequate and documented answer to that 
question would require a major research undertaking, but three rea- 
sons may be suggested. First, in the beginning there was little in- 
centive or opportunity for the development of local government. 
The only government in those early days was a colonial government 
imposed by Britain, and it had the responsibility of caring for all 
the governmental needs of the settlers. Second, the population has 
always been concentrated heavily around the capital cities. Since 
the colonial (or state) government was close by, it was always easier 
to look to it for services than to undertake the onerous job of organ- 
izing local governments to provide them. Third, outside the im- 
mediate environs of the capital cities, the population has been too 
sparse to support local government organizations. In fact, in the 
central part of the country the population is too sparse to support 
even a state government organization, and the Commonwealth 
governs the area under a territorial government. Thus Australia, 
unlike some other federal states, started the modern era of centrali- 
zation with functions and finances fairly heavily concentrated in the 
states. 


INTERGOVERNMENTAL FINANCIAL ARRANGEMENTS 


Australia probably has a more elaborate and complex machinery 
for maintaining financial relations between the states and the federal 
government than any other federal state. This section will be de- 
voted to a brief examination of three major parts of that machinery 
and some evaluation of their significance. 


The Financial Agreement. The Financial Agreement of 1927 ac- 
complished two major purposes: it increased Commonwealth pay- 
ments to the states and it established the Australian Loan Council. 

The increased payments were made in the form of aids in the 
servicing of state debts. For many years prior to 1927 the Com- 
monwealth had been making general grants to the states at the rate 
of 25s. per capita. In 1927 these payments amounted to about £7.6 
million. The 1927 Act provided aid to the states in the following 
forms: (1) the Commonwealth paid £7.6 million per year toward 
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the interest on state debts (the states paying the remainder); (2) 
the Commonwealth paid one-third of sinking-fund payments designed 
to retire the state debts in fifty-eight years (25. 6d. per £100 or debts 
outstanding, the states paying 55.); (3) on state debts incurred in 
the future (except debts incurred to cover current deficits) the Com- 
monwealth would pay one-half of the sinking funds necessary to 
retire the debts in fifty-three years. In addition, the Commonwealth 
assumed outright £10.9 million of state debts representing state 
properties transferred to the Commonwealth at federation. These 
arrangements had the effect of making state debts the basis for 
general Commonwealth aid. Also, they probably had the effect of 
stimulating state borrowing since the Commonwealth would, in effect, 
pay half of all state debts incurred in the future.* Finally, by 
implication the Act set 53 years as the “normal” maturity for state 
debts since Commonwealth payments to sinking funds were on that 
basis. 

The establishment of the Australian Loan Council was the major 
accomplishment of the 1927 Act. This Council was a new and unique 
organization which has come to exercise a far-reaching influence on 
state-federal financial relations. It has the function of limiting and 
supervising all borrowing by the states and the Commonwealth 
(except borrowing for defense). It is composed of one representative 
of the Commonwealth and one from each of the six states. The 
Commonwealth representative is Chairman and has two votes plus 
a casting vote. Each year the Council must determine the total 
amount that can safely be borrowed, at home and abroad, and allocate 
that total among the governments which wish to borrow. The 
Commonwealth arranges and consummates all loans, and thus the 
states, in effect, borrow on the credit of the Commonwealth. 

The authority of the Commonwealth in the Council is greater 
han is indicated by the formal organization and that authority has 
increased since World War II. First, the Commonwealth, by its 
ontrol of foreign trade, foreign exchange, tariffs, the banking system, 

nd its own fiscal policy, can greatly affect the total amount of funds 
vailable for borrowing. Second, since World War II the Common- 
ealth itself has not been borrowing but rather has been supplying 


* Professor R. C. Mills noted the possibility of this in 1928. ‘The Financial 
elations of the Commonwealth and the States,” Economic Record, IV (1928), tt. 
or claimant states the pressure to borrow all funds used for capital expenditures 
as been increased by the rules of the Grants Commission as noted below. 
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from its current surpluses a large part of the funds borrowed by the 
states. It has the choice of making these funds available to the 
states or of using them for other purposes. The states have regularly 
requested larger sums than were approved. At times they have 
outvoted the Commonwealth in the Council, 


but they have had no power to compel it to make available the credit that 
alone could render their decisions effective . . . . Real authority has thus 
been shown to lie elsewhere than in the Loan Council, and the cleavage 
of interest between the Commonwealth and the States has become acute.° 

In the thirty years since it was established, the Loan Council has 
become a vital and essential part of the federal financial scheme in 
Australia. Under existing conditions it is perhaps inevitable that it 
will be dominated by the Commonwealth. This, in turn, tends to 
tip the balance of the whole state-federal financial arrangement in 
favor of the Commonwealth, but it is difficult to envisage any feasible 
changes which would correct this situation. 


Special Grants. Special grants were made on an ad hoc basis to states 
in financial difficulties as early as 1909. In the early 1930’s demands 
for such grants increased greatly. Western Australia, a poor agri- 
cultural state, was especially insistent that it was entitled to grants to 
compensate it for the disadvantages it suffered as a result of federa- 
tion—mainly the high tariffs on manufactured goods. At one time 
there was a strong movement for secession in that state. As a result 
of these forces, the Commonwealth Grants Commission was estab- 
lished in 1933 to pass on applications of states for special grants. 
The Commission is composed of three prominent individuals 
appointed by the Governor-General. At the outset the Commission 
was faced with the alternative of making grants to compensate the 
claimant states for the adverse effects of federation or to meet their 
financial needs. Quite early it adopted the latter principle and 
took the view that special grants should be such as to make it possible for 


the States concerned to function at a standard not appreciably below that 
of the other States in the Federation. 


The recommendations of the . . . Commission have been adopted each 
year by the Commonwealth Parliament without amendment and have 


*Prest, op. cit., p. 10. 
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resulted in the smaller States attaining a certain measure of financial sta- 
bility which has contributed to the general health of the Federation.® 
Having decided to recommend grants on the basis of need, the 
Commission set about finding measures of need. It decided to take 
expenditures in the nonclaimant states (later New South Wales and 
Victoria) as the standard. Then, by a detailed and technical study 
of the budgets of the claimant states, it has attempted to determine 
how much the standard level of services in those states would cost 
and how much revenue those states could raise if they made the same 
tax effort as the nonclaimant states. At different times they have 
required claimant states to make an extra tax effort in order to “re- 
trieve their positions” and have imposed penalties for wasteful or 
extravagant expenditures which had caused financial difficulties. After 
all adjustments are made, the Commission recommends grants neces- 
sary to cover the difference between tax revenues and the funds 
needed to pay for the cost of the standard services. Eventually the 
rules and procedures became very elaborate, complex, and technical. 
The members of the Commission have been men of outstanding 
ability and integrity. They have given generously of their time and 
talent in developing the philosophy and rules of the Commission. 
There is, however, at least one weakness in the Commission’s pro- 
cedures. The initiative is with the claimant states in raising issues 
and in directing the attention of the Commission to their disabilities. 
Their spokesmen have been active and aggressive in doing this, and 
the result has been to focus the attention of the Commission on 
aspects which are favorable to the claimant states. There is no group 
which has the same incentive to present factors which might offset 
or counteract these claims and to show aspects in which the claimant 
states might appear in a less favorable light. The federal Treasury 
has the task of presenting the Commonwealth’s viewpoint, and it 
does have an interest in keeping down the size of the grants. But 
there is no staff in the Treasury which has this as its special task, and 
at times the Treasury submissions have been unconvincing, with ear- 
marks of hasty preparation under the pressure of events. For ex- 
ample, at the Canberra hearings in 1956 one of the Commissioners 
stated that the Treasury’s case was superficial and poorly presented. 


° Quoted in Commonwealth and State Treasury Officers, Report on Common- 
wealth-State Financial Relations (mimeographed; Canberra, 1951), p. 37- 
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Before World War II the special grants varied around £2 mil- 
lion. By the end of the war they were up to £3 million, and from 
that point they climbed rapidly to £12.2 million in 1951 and £15.9 
in 1953. After declines in the next two years, they jumped to £18.5 
million in 1956. Some aspects of this increase are considered below. 


Tax-Reimbursement Grants. Grants to reimburse the states for the 
loss of the income tax comprise the largest Commonwealth payments 
to the states. During the war these payments were roughly equal 
to the amounts the states had previously collected in income taxes, 
a total of about £33 million. After the war they were put on a base 
of £45 million and made to vary according to a formula based on 
total population and average wages. By 1956 the formula had raised 
the total to £142 million. In addition, beginning in 1950 in response 
to urgent pleas from the states, supplementary payments have been 
made in amounts varying from £15 to £33 million per year. In 
1956 basic and supplementary payments amounted to £157 million. 
As noted previously, these payments are divided among the states 
according to “adjusted population,” a measure which gives special 
weight to the number of children between the ages of five and fifteen 
and to the sparsity of population. 

For more than ten years the amount of the basic grants has re- 
mained tied to the formula, but since 1950 hard and vociferous 
bargaining between the states and the Commonwealth has taken 
place over the amount of the supplementary payments. In the face 
of strong demands by the states for an increase, the Commonwealth 
has made determined efforts to reduce them and even hoped eventu- 
ally to end them entirely. From a high of £33 million in 1952 they 
were reduced each year and reached a level of £15 million in 1956, 
but then were increased to over £20 million in 1957. Perhaps the 
supplementary payments have been the “safety valve,” the political 
bargaining ground, which has protected the integrity of the formula 
for the basic payments. 


SoME AsPEcts oF GRANTS 


Many phases of the complex grants situation invite attention at 
this point. Volumes could be written, as volumes have been written, 
on this vital and challenging problem. Here attention can be given 
to only a few aspects. 
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One minor phase of the problem is the effect of the rules of the 
Grants Commission on the financial policies of the claimant states. 
The Under Treasurer of South Australia contends that those rules 
have the effect of freezing present practices in regard to the financing 
of capital outlays. If South Australia should raise more tax revenues 
in order to pay for a part of its capital outlays currently, it would be 
penalized by a reduction in its special grants. Thus, he says, the 
system forces a reliance on borrowing to finance capital outlays and 
thus insures a continuation, if not an increase, in the public debt. An 
official of the Queensland government cited that same practice as one 
reason why Queensland had not applied for a special grant. 

Another aspect of the problem is the absence of any logic, on 
economic grounds, in paying special grants to South Australia and 
Western Australia while refusing to pay such a grant to Queensland. 
On the basis of any economic comparison, Queensland has a better 
claim for a special grant than either of those two states. Political 
considerations are dominant here, however, and Commonwealth ofh- 
cials have shown strong opposition to reopening the general question 
of which states should receive special grants. 

A much more fundamental question is whether there has been 
any justification for the great increase in special grants since World 
War II and whether there is any longer any need for the system of 
special grants, especially in view of the tax-reimbursement grants. 
In 1951 H. P. Brown stated, with respect to the special grants: 


Since these grants are intended to measure the relative deterioration in 
these three States as against the three major States, it might have been 
thought that considerable alarm would have been made to discover the 
causes of and the remedies for this deterioration. But the rise in special 
grants has passed virtually unnoticed.” 

At that time the special grants were about £12 million; by 1956 they 
were over £18 million and still no alarm was apparent. Further, 
instead of suffering deterioration it was apparent that the claimant 
states had made greater progress along almost all lines than the 
nonclaimant states in the postwar period. In 1953 a group of finan- 
cial officers compiled some indexes of the relative taxable capacities 
of the different states as of 1951/52. Ona residence basis and with 


7H. P. Brown, “Some Aspects of Federal-State Financial Relations,” in Geoffrey 
Sawer (ed.), Federalism, An Australian Jubilee Study (Melbourne, 1952), p. 61. 
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the average for the whole country as 100, the indexes for the claimant 
states were: 


South Western 


Australia Australia Tasmania 
Individuals 113 127 60 
Companies 78 41 38 
Individuals and companies 103 102 54° 


Table 28 shows that in recent years per capita personal income in 
South Australia has been above the average for the whole country 
while in Western Australia it has been only slightly below. In its 
1955 Report the Grants Commission took notice of this trend, saying, 
“Tn recent years . . . personal income has been higher in South Austra- 
lia than in any other State, and in Western Australia it has been 
higher than in Queensland.” It followed this with data on economic 
indicators which showed that since the prewar period the claimant 
states had had greater, frequently substantially greater, increases in 
the volume of wool and meat production, in savings bank deposits, in 
wholesale trade, in motor car registration, and in population (except 
for Tasmania). The Commission then commented: 


It might well be asked, however, why the need for special grants persists 
so strongly when other Commonwealth payments to the States have in- 
creased greatly, and when there is evidence of economic expansion in the 
claimant States at least equal to that which has occurred in the non- 
claimant States. In general terms, the reason is that costs of expansion of 
State services, of development of undertakings such as railways and water 
supply, and of general administration, are relatively heavy in the States of 
smaller populations. At the same time benefits to revenue arising from 
economic expansion do not flow directly to the State Governments.*° 


As the Commission stated, these are broad and general considera- 
tions. The last one mentioned applies to nonclaimant as well as to 
claimant states. The first consideration provides some justification 
for aid to the weaker states, but it does not explain why it was con- 
sidered desirable to increase that aid, and to increase it rapidly,” as 
those states improved their relative economic positions. This is 

* Commonwealth and State Treasury Officers, Resumption of Income Tax by 
the States (mimeographed; Canberra, 1953), p. 27. 

° Twenty-Second Report (1955), p. 17. 

*° Ibid., p. 22. 

*1 The average amount of special grants in the three years 1953-55 was £14.5 
million, which was approximately six times the average of £2.3 million in the years 
1937-39. 
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especially true in view of the fact that the tax-reimbursement grants 
are distributed on the basis of a formula which favors the weaker 
states. 

Table 28 shows that, in per capita terms, Tasmania increased its 
tax revenues more than the other two claimant states and more than 
all states combined, that it realized very little relative improvement 
in personal income, and that, in the postwar period, it received a 
much smaller increase in special grants than either South Australia 
or Western Australia. On the same basis of comparison, Western 
Australia increased its tax revenues less than the other two claimant 
states and less than all states combined, its personal income was only 
slightly below the national average, yet it received a far greater in- 
crease in special grants than South Australia or Tasmania. Its ex- 
penditures increased somewhat faster than the total for all states 
combined. So it would seem that Tasmania increased its expendi- 
tures largely by increasing tax revenues while Western Australia 
depended mainly upon special grants to finance its increased spending. 
For several years South Australia received larger special grants per 
capita than Tasmania, although per capita personal income in South 
Australia was several points above the national average while Tas- 
mania’s income was from 13 to 15 per cent below that average. It 
is difficult to reconcile these facts with the Commission’s announced 
principle that the claimant states should be required to make a special 
effort to “retrieve their positions.” 

In 1950 the Grants Commission found that between 1943 and 
1949 “the dependence of the claimant States on special grants has 
seriously increased.”?? As a per cent of general revenue, exclusive 
of revenue from business undertakings, the figure rose from 13 per 
cent in 1943 to 23 per cent in 1949. The cause of the increase, the 
Commission found, was larger expenditures for social services and 
declining net revenues from the railways. Despite this concern, the 
Commission, in the years after 1950, increased the total amount of 
the special grants substantially at a time when the claimant states 
were experiencing full employment, rising incomes, and a rate of 
economic progress above the national average. 

As a final consideration it may be asked whether it would be 
possible to integrate the special grants with the tax-reimbursement 
grants into one system. If so, there would be a considerable saving 


8 Seventeenth Report (1950), p. 42. 
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of money and effort. It may be objected that it would not be possible, 
by a general formula, to allocate the tax-reimbursement grants to 
the needs of a state as precisely and as equitably as the Grants Com- 
mission has been able to do for the claimant states. It is true that 
the Grants Commission has been able to fit the special grants quite 
precisely in accordance with the factors which it has chosen to measure 
needs, but it is possible that those factors have been too numerous, 
too detailed, and too technical to measure need accurately in a broad 
and general sense. Possibly it has been striving for too much accu- 
racy and precision in an area where the measure, inherently, must 
be general and approximate. It should be possible to integrate the 
two systems of grants and to devise a formula for allocating the total 
which, for all six states, would work more equitably than the present 
dual system. 

In this connection, K. J. Binns and L. V. Bellis have proposed an 
arrangement which would permit the states to make limited use of 
the income tax and would revise the grants system somewhat along 
the lines suggested above.’* That proposal would require the Com- 
monwealth to cease making the present supplementary payments to 
the tax-reimbursement grants, reduce its use of the income tax to the 
extent of those payments, and permit the states to levy individual 
income taxes on a residence basis. The states would be free to decide 
on the severity of the tax. The great advantage which the authors 
urge is that the states would be made responsible for finding the 
revenues to cover increases in their budgets while still realizing the 
large measure of equalization embodied in the present basic tax- 
reimbursement grants. “It would balance the burden of additional 
taxation against the social advantage arising from expenditure of the 
additional taxation revenue . . . . The States would be responsible 
at the margin for their own revenue.”"* The states would be in a 
stronger financial position; they would have command of a flexible 
source of revenue; and the difficulties at the annual Premiers’ Con- 
ferences over the amount and distribution of the supplementary 
grants would be avoided. Further, the Commonwealth would still 
be able to use the income tax as an important instrument of fiscal 
policy. Any pronounced inequity to poorer states (which the authors 
show to be Queensland and Tasmania) could be avoided by special 

18 Binns and Bellis, “Uniform Taxation with States Taxing Incomes,” Economic 


Record, XXXII (1956), 50-63. 
*4 [bid., p. 61. 
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grants. They carefully refrain from saying so, but the logic of their 
argument calls for the ending of special grants to South Australia 
and Western Australia. It should be possible to incorporate into a 
general formula provisions which would allocate extra funds to 
poorer states with sufficient precision to meet the requirements of 
equity and thus avoid a system of special grants. 

The above are economic considerations; political considerations 
are something else. Several people in Australia who were quite 
familiar with the grants situation were asked whether it would be 
politically possible to abolish the system of special grants, even 
though it could be demonstrated quite clearly that there was no 
longer any economic justification for them. Without exception their 
answers were in the negative. This is further evidence pointing 
toward one of the most basic characteristics of public expenditures: 
once an important system of public expenditures or payments has 
been established, it is very difficult, if not impossible, to bring it to 
an end even though the economic justification for it may have dis- 
appeared. Important groups will have acquired a vested interest in 
such expenditures and will fight aggressively to retain them, while 
on the other side there is no well-defined group which has a strong 
and active interest in ending the expenditures. 


EFFECTS OF GRANTS ON STATE RESPONSIBILITY 


The heavy dependence of the states on Commonwealth grants 
has provoked extended discussion of the effects of that dependence 
upon state responsibility and integrity. The discussion has ranged 
far and wide; the criteria used have been heterogeneous and often 
obscure; and methods of evaluating results have been diverse. Thus 
it is not surprising that the issues have not been clearly joined and 
that there has been no consensus as to the results. 

There is general agreement that the grants promote political 
irresponsibilty in that they encourage state officials, especially when 
campaigning for election, to make grandiose promises to their con- 
stitutents, knowing that if the Commonwealth does not provide the 
funds to carry out those promises they will have a good alibi. If the 
Commonwealth does provide the funds, the state officials get the 
credit for providing the services while the Commonwealth must take 
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the blame for raising taxes. Some writers cite this as an important 
reason why the state governments are regarded more favorably than 
the Commonwealth by the public and the press. 

Many years ago Professor R. C. Mills considered the proposition 
that it was a “vicious principle” for one government to raise money 
and turn it over to another to spend, while it was a “virtuous prin- 
ciple” for a government to raise its own funds. He argued against 
that proposition, claiming that it was of doubtful validity, but did 
not clearly disprove it. Part of his argument was based upon a 
misunderstanding of certain practices in the United States.° In 
the United States the federal government has never made general- 
purpose grants to the states nor has it ever assumed, explicitly or 
implicitly, any responsibility for the financial solvency of the states. 

Binns and Bellis remark that “af financial responsibility is defined 
to exist when any real increase in expenditure by a State must be met 
entirely by an increase in taxes levied by that State, the States have 
only limited responsibility at the present time.” They go on to 
say, however, that irresponsibility in this sense should not be taken 
to connote waste and extravagance. “It has not been seriously sug- 
gested that Australian State Governments have been increasingly 
wasteful in their expenditure as their dependence on Commonwealth 
grants has increased.”’® On the other hand, it would not be logical 
to expect them to become more economical and efficient in their use 
of funds as that dependence increased. 

Some years ago Mr. H. P. Brown listed as the most important 
disadvantage of the grants system the fact 


. . . that the State financial position is now so hopeless, that State Govern- 
ments have little incentive to set their own house in order by such actions 
as raising railway rates and other charges, or by exercising a reasonable 
restriction on activities which are not essential. Each State is constrained 
to make an annual approach to the Commonwealth Government for an 
ex gratia increased grant and there must be a growing feeling that this 
implies a Commonwealth responsibility for the ultimate solvency of the 
States.?” 


Professor Prest listed the same feature as the greatest weakness of 
the grants system.’® Such a situation and such an attitude on the 

*° “The Financial Relations of the Commonwealth and the States,” Economic 
Record, IV (1928), 8-9. 


*° Of. cit., p. 53. *" OD. cit., p. 60. 
** OP. cit., p. 26. 
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part of public officials would seem to constitute a good definition of 
financial irresponsibility. 

Any rational theory or explanation of public expenditures in a 
democracy must assume that somewhere in the system there is an 
agency, a person, or a group which weighs the advantages of addi- 
tional expenditures against their cost. That person must be respon- 
sive to the will of the electors to the extent that he is able to judge 
it. Other things being equal, that person normally would prefer 
greater rather than smaller expenditures; they would give him more 
patronage to distribute, a greater sense of power, more benefits for 
the voters to which he could point at election time. But he is always 
restrained by the undesirable effects of higher taxes or charges. 

The moment the spending and taxing functions aye separated, the 
official who is planning and making the expenditures is freed from 
those restraining influences. Then there is nothing to restrain him 
but some arbitrary limitation laid down by the taxing authority. Such 
a limitation must, inherently, limit the discretion, and therefore the 
responsibility, of the one who is doing the spending. If this is true, 
then states which receive a large part of their revenues in the form 
of grants must accept a reduction in their financial discretion and 
responsibility. That part of the discretion and responsibility which 
they lose is passed up to a higher echelon where the size of the grants 
is determined. This can be seen more clearly if we consider the 
extreme case in which all the revenues of a state are received in the 
form of grants. Could anyone then say that it would be logical to 
allow the state full discretion and responsibility for determining the 
size of its budget? 

Finally, it may be noted that a system of grants complicates the 
system of determining expenditures and makes their volume more in- 
flexible. An additional step is introduced into the process—a step 
which requires time and is full of potential political conflicts. It is 
an element of inflexibility because grants from a higher government 
to a lower government are not amenable to adjustment in the same 
way as many other expenditures; they quickly come to have a special 
sanctity which defies reduction.’® Even if all officials are responsive 


*° One Australian observer has written: “Politically tax reimbursement payments 
are not very flexible. Serious reductions on the last year’s figures are not conceivable. 
A really large increase is nearly as improbable. On the lowest level, the Common- 
wealth is bound to resist large increases because subsequent large reductions are sure 
to be difficult if not impossible. Equally, increases will be resisted because the 
Commonwealth has to raise the money, and in so doing to face the political con- 


FEDERAL ASPECTS OF EXPENDITURES 239 


to the will of the people, the expression of that will must go through 
longer and more devious channels, and be subject to more distortions, 
before it reaches the place where final decisions are made. 


GRANTS AND FEDERALISM 


The Australian states are heavily dependent upon federal grants 
because of conditions affecting both expenditures and revenues. On 
the expenditure side they have large commitments and responsibili- 
ties, some imposed upon them by the Constitution and some volun- 
tarily assumed. The major commitments are for education, roads, 
railways, water supply, electric power, hospitals, law enforcement, 
and various social services. Thus the Australian states are perform- 
ing some functions which, in other federal unions, are performed by 
local governments, by the federal government, or by private enter- 
prise. These functions probably impose upon the Australian states 
a greater financial responsibility than is assumed by the constituent 
states in any other federation.” 

In contrast, the taxing power of the states is more sharply cur- 
tailed than is true in any other federation. The states may not 
employ such major revenue producers as the motor fuels tax and 
other forms of the sales tax, and under Uniform Taxation they are 
denied the use of income taxes. 

In such a situation can federalism survive? Can the states main- 
tain enough independence and autonomy to play their part in a 
truly federal union? Here again discussion has ranged far and wide, 
and the opinions of competent observers vary from one extreme to 
the other. 

On the negative side the sharpest and most unqualified answer 
comes from Professor S. J. Butlin. He considers political and eco- 
nomic developments as well as the psychology of the Australian 
people and sees them all leading inevitably to a unitary state, with 
the states surviving as mere administrative units. He welcomes the 
sequences—which would include, for example, inability to win electoral favours by 
tax reduction.” S. J. Butlin, “The Problem of Federal Finance,”? Economic Record, 
XXX (1954), 15. 

°In this connection, H. P. Brown says: “The railways, more than any other 
single factor, cast the States on the Commonwealth’s mercy and they should be treated 


as a separate problem and not as part of the general financial difficulties of the 
States.” Of. cit., p. 68. 
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trend and thinks it useless to discuss means of maintaining an obso- 
lete federalism. 


Those who cling to federalism in fact want weak government with few 
and limited powers. That is a coherent position but one somewhat out of 
fashion. ‘The trend is obviously to strong centralized and extensive govern- 
ment, with public insistence on uniformity of policy throughout Australia.?* 


Professor Brady also sees a trend toward a unitary state but is 
not so dogmatic as Professor Butlin. He sees many landmarks of 
early federalism disappearing under the drive for equality of services 
throughout the country. The Commonwealth, through expendi- 
tures, grants, and Uniform Taxation, transfers income from richer 
to poorer states, but in so doing “it inevitably aggrandizes itself, and 
brings nearer the day when the federal Commonwealth actually 
becomes a unitary state.” 

On the other side Professor Partridge expresses a firm conviction 
that federalism will survive, at least for a considerable time. He 
says that while the exact version of federalism which evolved satisfies 


no responsible observer, 


yet it is a mistake to say . . . that Commonwealth penetration and aggres- 
sion have overthrown the federal system . . . . There continues to pre- 
vail that uneasy and precarious balance between centrifugal and centripetal 
forces which is the underlying structure of federal government. 

While the balance has shifted far to the side of the central government, 
the end of federalism in Australia is certainly not in sight .... The fact 
simply is that the States will survive. Apart from everything else, they 
have been operating as distinct governments for over a century, and they 
are sufficiently protected by the natural tenacity of long-established insti- 
tutions and habits . . . . The form of government which has emerged 
bears no resemblance to unitary government; nor is it federal, if that is 
taken to mean a smooth fitting together of co-ordinate powers... .7 


Professor Prest also thinks that federalism will continue in a 
significant form. He states that 


"2 Op. cit., p. 12. 

"2 Democracy in the Dominions, p. 179. As early as 1929 the Royal Commis- 
sion on the Constitution considered the merits of a federal state as opposed to those 
of a unitary state and recommended the continuance of the federal form only by the 
narrowest of margins (four to three). Report (Canberra, 1929), pp. 240-47. 

*° “Depression and War” in Greenwood, Australia, pp. 392-93. 
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certainly the Commonwealth Government does not seem at all eager to 
assume responsibility for state railways or schools, to quote only two exam- 
ples. Nor is there any sign of the States being voluntarily prepared to 
surrender their sovereignty in respect of these or any other matters.”* 


These are only a few of the many shades of opinion which have 
been expressed on this very controversial question. Many others 
could be quoted,” but it is clear that among those who have given 
much thought to the question there is nothing approaching a con- 
sensus. It is also clear that there have been great changes in the 
structure of the federal system since it was created in 1900 and that 
nearly all of those changes have been in the direction of reducing 
the power and autonomy of the states. But most of the big changes 
came in periods of war when the federal government of necessity 
expanded its functions enormously; in time of peace the states tend 
to increase their expenditures in relation to federal expenditures. 
Above, it was noted that after World War II there was a steady 
increase in the relative importance of state expenditures after adjust- 
ing for grants received. Here again, however, it is necessary to 
introduce a qualification; that increase was financed partly by bor- 
rowing. Despite the severe restrictions on their taxing power, the 
states quadrupled their tax revenues from the low point of World 
War II to 1955. But that increase did not quite keep pace with the 
increase in grants the states received, which rose by 337 per cent, and 
the total of revenues and grants did not keep pace with the increase 
in expenditures. The states financed the difference by doubling their 
debts—an increase of over £900 million. Those debts are represented 
by Commonwealth obligations in the hands of creditors. If the 
states should ever have difficulties servicing those debts the Common- 
wealth would have no choice but to come to their rescue—at a fur- 
ther cost to state financial responsibility. 


CoNncCLUSION 


The Australian states are responsible for a wide range of costly 
functions while their taxing power is severely restricted. They have 
always been dependent, in varying degree, upon grants from the 

Op. cit., p. 28. 


*° See, for example, the symposium Federalism cited above and Geoffrey Sawer 
and others, Federalism in Australia (Melbourne, 1949). 
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Commonwealth. In the past twenty years that dependence has in- 
creased greatly, primarily because the Commonwealth has denied 
them the right to use income taxes. They now receive about 70 
per cent of their general revenues (excluding revenues from business 
undertakings) in the form of grants. This heavy dependence upon 
grants has necessarily reduced and restricted their financial discre- 
tion and responsibility. Developments of the past twenty years have 
brought about such a shift in governmental powers and functions 
as to raise the question whether federalism can continue in any 
meaningful sense. Certainly it cannot continue unless there is a 
halt or a reversal in the trend of these developments. Another war 
or major depression would probably spell the end of Australia as a 
federal state. 


-12- 


The Role of Expenditures in 
Fiscal Policy 


PuBLIc EXPENDITURES constitute one of the major instruments used 
to implement fiscal policy. This chapter will survey briefly the role 
expenditures have played in the theory and practice of fiscal policy 
in Australia in recent years. Except for the depression crisis, the 
survey is confined to the years since World War II. 


Tue Depression Crisis 


As noted in an earlier chapter, Australia faced a severe financial 
crisis in 1930 and 1931. It was marked by mounting unemployment, 
rapidly falling prices, dwindling foreign trade and foreign balances, 
and declining public revenues. It was accentuated by a large public 
debt, owed partly in Europe and partly in Australia, the interest on 
which amounted to 30 per cent of all public expenditures in 1929; 
after the Australian pound was allowed to depreciate it rose to as 
much as 40 per cent. Rising relief expenditures tended to maintain 
total current expenditures, and even raised them in some years, but 
public works expenditures fell by £39 million, or about two-thirds, 
between 1929 and 1932. 


Dimensions of the Crisis. In the first three years of the depression 
Australia suffered a very sharp decline in income, caused primarily 
by two factors: a sharp fall in the value of exports and the almost 
complete cessation of overseas borrowing. The heavy dependence 
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on wool and wheat was largely responsible for the fall in exports 
from £136 million in 1928/29 to £90 million in 1930/31—a fall of 
34 per cent. The decline in annual overseas borrowing was of the 
order of £30 million. These and other declines and their repercus- 
sions caused a decline of about 30 per cent in national income and 
GNP; the latter fell from £907 million in 1928/29 to £633 million 
in 1931/32. Real income declined considerably less than this be- 
cause of falling prices. Eventually the decline in real income was 
estimated at something over 10 per cent. The decline in income 
was very inequitably distributed, falling most severely upon the 
producers of the staple raw materials, the prices of which fell in a 
few cases as much as 70 per cent in terms of gold. 

The sharp fall in exports could not be matched immediately by 
a corresponding decline in imports and the result was a drop in in- 
ternational reserves. They fell from £97.7 million in 1929 to £53.5 
million in 1931. 

The behavior of other time series, measured from 1928/29 to 
the low points, may be noted briefly. Unemployment rose from 11 
per cent of trade union membership to 29 per cent. Wholesale 
prices fell by 19.1 per cent and retail prices by 20.9 per cent. Nomi- 
nal wages declined by 19.5 per cent. 

Under these circumstances tax revenues naturally declined, while 
rising requirements for debt service (because of exchange deprecia- 
tion) and unemployment relief made it extremely difficult to reduce 
expenditures. Total state and Commonwealth deficits for 1930/31 
were estimated at about £30 million and the forecast for 1931/32 
was about £40 million. 

A depression of the magnitude indicated above would present 

many difficult problems in any environment. But in Australia the 
problems had to be tackled within an economy which “was regarded 
at home and abroad as one of the most rigid in the world.” Copland 
observed : 
With an elaborate system of wage regulation, a high tariff, a rooted objec- 
tion to reducing government expenditure and a firm belief in parity with 
sterling as the guiding principle in monetary policy, there seemed little 
chance of bending the Australian economy to the new conditions imposed 
by the depression.” 

* Douglas Copland, Australia in the World Crisis, 1929-1933 (Cambridge, 1934), 
P. 73: 
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Fiscal Policy in the First Phase. As Copland has pointed out, there 
were two distinct phases to the policy followed during the depres- 
sion, “the first of expendiency, the second of ordered plan.””? The 
adoption of the Premiers’ Plan of June, 1931, marked the division 
between the two phases. 

The principal expedients used during the first phase were: 


1. Export of gold and use of exchange reserves. 

2. Higher tariff duties and import restrictions and prohibitions. 

3. A pegged exchange overvaluing the currency. 

4. An exchange pool to guarantee the service on the external debt.® 


The use of these expedients was based on the belief that the 
crisis was primarily a transfer problem. The first expedient was 
necessary and, within limits, proper. The second and third made 
no contribution toward a solution of the crisis but rather intensified 
and lengthened it and made necessary the use of the last expedient. 
These expedients were used because the Government made policy 
from day to day as the situation became steadily more serious, be- 
cause there was no strong leadership in the Government, and because 
the control of the two houses of Parliament was divided. The one 
bold and comprehensive plan of the Government for dealing with 
the depression was defeated by the divided control and the opposition 
of the banks. 

The Labor Government was in office from 1929 until near the 
end of 1931 but did not control the Senate. Mr. E. G. Theodore, 
Commonwealth Treasurer, devised Labor’s principal proposal for 
alleviating the crisis. It would have reorganized the Commonwealth 
Bank under a manager appointed by the Government, made the 
Bank the depositary of the legal reserves of the trading banks, en- 
abled it to make advances to the Government for the purpose of 
restoring prices to the 1925-29 level, abolished the 25 per cent re- 
serve against Commonwealth notes, authorized the Treasurer to 
issue up to £18 million (£60 million in one version) of circulating 
notes, and reduced interest rates. The plan also contemplated allow- 
ing the exchange rate to drop to its “natural level.” “The opposi- 
tion’s control of the Senate made it certain that this programme 
would not be carried out, and the government could scarcely have 
expected it to be.’ 


* Ibid., p. 28. * [bid., p. 50. 
“P. H. Partridge in Greenwood, Australia, p. 357. 
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This plan would have affected expenditures mostly in a negative 
way; it proposed to stop deflation and to accomplish some “reflation,” 
thus making unnecessary any further reductions in expenditures and 
perhaps permitting some resumption of normal public works expendi- 
tures. The plan was not adopted and the depression continued to 
deepen. Finally, under the pressure of many events, including what 
was in effect an ultimatum from the banks, state and Commonwealth 
governments were driven to adopt the Premiers’ Plan. 


The Premiers? Plan. In 1930 and again in 1931 a group of econo- 
mists issued manifestoes stating their ideas for alleviating the finan- 
cial crisis. In May, 1931, four of them, headed by Professor (now 
Sir) Douglas Copland, were appointed as a committee to draw up 
a plan of action. This plan was adopted, with few changes, as the 
Premier’s Plan. 

The situation which faced the country at that time may be sum- 
marized briefly as follows: Commonwealth and state governments 
were facing estimated deficits of £40 million and had nonadjustable 
expenditures in the form of interest and sinking fund requirements 
on the debt and unemployment relief of about £80 million out of 
total expenditures of less than £190 million. 


This left an adjustable expenditure of about £110 m. on which savings of, 
approximately, £40 m. for 1931/32 had to be made. In these circum- 
stances something more drastic than a reduction in salaries, wages, pen- 
sions and other allowances was called for.° 


The chief provisions of the Premiers’ Plan, which applied to all 
governments, were (1) a reduction in all adjustable expenditures of 
20 per cent as compared with June, 1930; (2) the conversion of all 
internal public debts at a reduction of 22.5 per cent in interest rates; 
(3) a reduction in the interest rates charged by banks; (4) relief for 
private mortgagors; and (5) some increase in taxes. It was recog- 
nized that these steps would not balance all budgets and that the 
difference, estimated at £13 to £15 million, should be borrowed. 
The principal theme emphasized by supporters of the Plan was the 
necessity for all elements of the economy to share the sacrifices 
imposed by the depression. In one respect the way had already 
been paved for such a sharing. Early in 1931 the Arbitration Court 
had reduced the basic wage by 10 per cent in addition to the normal 
adjustments of wages to quarterly decreases in the cost of living. 

* Copland, of. cit., p. 131. 
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Perhaps the most significant and certainly the most controversial 
part of the Plan was the proposal to convert the domestically held 
public debt at reduced rates of interest (no attempt was made at the 
time to convert the foreign-held debt). It had to be included to 
gain the support of Labor, but bankers and other financial interests 
strongly opposed it. There was much discussion as to whether the 
conversion should be voluntary or compulsory. Initially it was made 
voluntary, but conversion was automatic unless a dissent was filed. 
The conversion was a great success; dissents were filed for only 3 
per cent of the debt. A later act made conversion compulsory for 
that group. 

A world-wide decline in interest rates and a great improvement 
in Australia’s financial position made it possible, a short time later, to 
refund the London debt at a considerable saving in interest. The 
annual savings in interest from these two operations amounted, by 
1936, to £11 million: £7 million on the domestic debt and £4 million 
on the London debt. The Commonwealth realized £4 million of 
the savings and the states £7 million. 

This was one of the few cases in which a government has been 
able to reduce one of its most inflexible expenditures—interest on 
the public debt. The justification for it was that, because of the 
fall in prices, bondholders would suffer no loss of purchasing power 
and that they should “share the losses” imposed on the economy by 
the depression. There was certainly much force and logic to the 
argument. It is intriguing, however, to speculate on the public 
reception which would be accorded a proposal of the opposite kind, 
one which would compensate bondholders for their loss of purchas- 
ing power and allow them to “share the gains” in a period of inflation. 

The Premiers’ Plan was successful in reducing deficits to man- 
ageable proportions. In the year 1932/33 the Commonwealth had 
a surplus of £3.5 million and the deficits of the states amounted to 
£8.6 million. For the fiscal year 1933/34 


it would have been possible by continuing the scale of Commonwealth 
taxation and increasing Commonwealth grants to the States to have bal- 
anced the budgets as a whole. This course of action was, however, re- 
jected on the ground that some relief should be given to industry through 
reductions in taxation, and the States should be allowed to continue with 
considerable deficits, pending a recovery in export prices and in national 
income... .° 
° Ibid., pp. 146-47. 
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After 1932 various factors, national and international, contributed 
to recovery; and soon the worst of the depression was over. By 
1936, while prices, wages, and international reserves had recovered 
only slightly from their depression lows, unemployment was almost 
back to its 1929 level, exports and GNP were, respectively 8 and 9 
per cent below their 1929 levels, and public expenditures were within 
4 per cent of their record high. Australia had made a good re- 
covery and continued to make progress until the war despite the 
vulnerable nature of its economy. 


Why the Plan Worked. Earlier it was noted that Australia entered 
the depression with a very rigid institutional framework. It might 
be asked how it was possible for the country to make the adjustments 
required by the Premiers’ Plan and other conditions of the depres- 
sion. Copland held that the necessary flexibility was imparted by 
three major institutions of control and by public discussions which 
“convinced the average man that some measure of adjustment was 
inevitable.””’ Along with these was the decision to set the value of 
the Australian pound at a level 25 per cent below sterling. 

The three institutions of control were the Loan Council, the 
Commonwealth Bank, and the Arbitration Court. The Loan Coun- 
cil facilitated the working out of a unified, coherent financial plan 
and allowed a central body to exert pressure, particularly upon the 
states, to see that it was followed. The Commonwealth Bank de- 
veloped toward the status of a real central bank during this period. 
It made moderate advances to the Commonwealth, mainly through 
the purchase of domestic Treasury Bills, and did much to stabilize 
the financial system of the country. The Arbitration Court, by its 
decision to reduce real wages by 10 per cent, imparted “to the wage 
structure of Australia a flexibility that would not have been possible 
without the authority of the Court.”* It was the independence and 
capacity of these three institutions to pursue a courageous course that 
“Gmparted the element of flexibility to the whole economic structure 
that was necessary for the policy of economic adjustment that 
followed.’”® 
Evaluation of the Plan. The Premiers’ Plan is not the kind of plan 
that would be used to combat a depression today, in Australia or 
elsewhere. But the Plan must be judged in its setting. At that time 


* [bid., p. 75. ® Ibid., p. 90. 
® [bid., p. 91. 
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there was no comprehensive theory of fiscal policy even among the 
experts, and practically no knowledge or acceptance of it among the 
public. There was in Australia no real central bank and no money 
market worthy of the name. Allegiance to gold and sterling was 
very strong among almost all circles. There was a heavy external 
debt, Australia was heavily dependent on the London money market 
for funds, and “Overseas authorities sought to prevent any internal 
development that might encourage Australia to pursue an unortho- 
dox financial or economic policy.”*® No doubt Professor Partridge 
had many of these factors in mind when he concluded: 


If we allow for the state of mind of the community in the middle of 1931, 
it may be said that the severely deflationary measures embodied in the 
plan constituted the only practicable policy available at the time; the only 
policy which politically or economically offered a prospect of arresting the 
drift." 

Looking back on this period some twenty years later, Copland 
saw that three mistakes had been made, the most important of which 
was “in not deviating enough from the deflationist line” and in 
putting too much emphasis on a balanced budget. The other two 
were in opposing credit expansion and in dealing with the depression 
as a purely monetary phenomenon.” While deficit financing was 
not advocated but rather opposed, it nevertheless was used under the 
pressure of circumstances. Before the adoption of the Premier’s Plan, 
bank borrowing was used extensively until the bankers refused fur- 
their credits. Treasury Bills maturing in Australia, unknown before 
the depression, were first used in 1930 and rose to a high of over £51 
million in 1933; they remained at approximately that level until 
World War II. 

The Premiers’ Plan was harsh medicine, but it and the subsequent 
refunding of the London debt went far toward putting all govern- 
ments on their feet financially. The Commonwealth was soon show- 
ing surpluses, the deficits of the states were greatly reduced, and 
public works expenditures began an immediate and substantial re- 
covery. These things, plus the devaluation of the Australian pound, 

*° Tbid., p. 50. 

* Partridge, op. cit., p. 363. 

*2 Inflation and Deflation (Melbourne, 1951), pp. 21-22. In retrospect, it is 
difficult to see how these last two mistakes were made. If the depression was re- 


garded as purely a monetary phenomenon, it would seem logical that credit expan- 
sion should have been regarded as the ideal cure for it. 
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were major reasons why Australia began to recover earlier than most 
countries. The reduction of expenses accomplished here did not come 
easily; indeed, it was possible only because it was accompanied by 
misfortunes which approached disaster. It was made possible by 
three conditions: (1) the great sense of urgency caused by the severity 
of the crisis; (2) the preceding reduction of 10 per cent in the basic 
wage; and (3) (with respect to the London refunding) the world- 
wide fall in interest rates and the improvement in Australia’s financial 
position. 


THe WuIrte Paper on FuLL EMPLOYMENT 


In May, 1945, the Minister of Post-War Reconstruction pre- 
sented to the Commonwealth Parliament a White Paper on full 
employment’* which was adopted as Government policy. The Paper 
was not well organized nor closely reasoned. It was verbose, repe- 
titious, and bore the marks of hasty preparation. It is not possible 
here to summarize or discuss the Paper as whole; rather, attention 
will be restricted to selected parts, particularly those dealing with 
expenditures. 

The general policy proclaimed by the Paper may be summed up 
in three excerpts: 


The policy outlined in this paper is that governments should accept the 
responsibility for stimulating spending on goods and services to the extent 
necessary to sustain full employment [Sec. 5] .... The essential condi- 
tion of full employment is that public expenditure should be high enough 
to stimulate private spending to the point where the two together will 
provide a demand for the total production of which the economy is capable 
when it is fully employed [Sec. 23] .... A tendency of spending to 
decline, thus causing unemployment, can be offset by a relatively small 
increase in public expenditure and by banking policy and other measures 
to encourage private spending [Sec. 22]. 

The emphasis was overwhelmingly on measures to increase spend- 
ing and employment. The possibility of governments reducing ex- 
penditures, or the conditions under which such reduction would be 
appropriate, were mentioned only a time or two and then very 
casually. The Paper recognized that at the time there was an acute 
shortage of civilian goods and an excess of purchasing power but 


*8 Full Employment in Australia (Canberra, 1945). 
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regarded this as a temporary phenomenon. Despite the fact that for 
five years there had been a hard and continuous struggle to restrain 
inflation, the Paper mentioned inflation, directly or indirectly, in only 
18 of the 130 sections and nearly always casually and as an after- 
thought. Only four brief sections (Secs. 51-54) dealt directly with 
the subject. Two sections of the Paper, taken together, constitute a 
formula almost certain to produce inflation. 


This policy for full employment will maintain such a pressure of demand 
on resources that for the economy as a whole there will be a tendency 
towards a shortage of men instead of a shortage of jobs [Sec. 26] .... 
During the war, the Commonwealth Government has reduced interest 
rates to record low levels. ‘This policy of low interest rates will be con- 
tinued . . . . It will be the responsibility of the Commonwealth Bank to 
ensure that the banking system does not initiate a general contraction of 
credit or contribute in any way to the growth of unemployment through a 
decline of expenditures [Sec. 39]. 


The Paper noted the argument that full employment might im- 
pair the incentives of labor and management to maintain “enterprise 
and efficiency” but expressed the belief that this was “incorrect.” It 
expressed confidence that, assured of an adequate demand, labor and 
management would continue to show the enterprise and efficiency 
they had demonstrated during the war. It did not recognize the 
difference between the conditions of war and peace and did not sug- 
gest any alternative if the hopes expressed should not be realized. 

The Paper gave almost no attention to the budget as an instru- 
ment of stabilization. Only five brief sections (Sec. 80-84) dealt 
with public finance, and they made no mention of deficits or sur- 
pluses as factors affecting demand. Private consumption expendi- 
tures were regarded as largely determined by total income, and 
public expenditures for current services “do not fluctuate substan- 
tially.” Private capital outlays and spending from overseas were 
regarded as the principal disturbing items. Hence, “public capital 
expenditure is the principal type of expenditure that can be readily 
varied to offset variation in the unstable parts of expenditure.” 


Postwar BuDGETS 


The postwar economy was quite different from that which the 
framers of the White Paper had envisaged, or feared, and for that 
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reason the Paper was not a good guide to those who had to shape 
fiscal policy. Demand was not only adequate—it was superabundant. 
Conversion to civilian production was made quickly, and unemploy- 
ment was never a problem. Sir Douglas Copland has commented: 


The buoyancy of the post-war world took the advocates of full employ- 
ment by surprise. The rapidity with which the transition from a war 
economy to a peace economy of boom proportions developed was totally 
unexpected, and it is probably true to say that Australia was less prepared 
than other leading western countries to meet the new situation. 


State and local expenditures started upward after 1944. Com- 
monwealth expenditures declined sharply until 1948 and then turned 
up. The Commonwealth kept tax rates relatively high and after 
1947 realized surpluses, parts of which were used to retire small 
amounts of the debt. Prices remained relatively stable until 1948 
when Commonwealth controls were removed; thereafter they rose 
rapidly. The large increases in expenditures after 1948 were caused 
primarily by three factors: (1) rising prices, (2) large capital outlays 
to meet the needs which had accumulated during the depression and 
the war, and (3) new health and welfare programs. The outbreak 
of fighting in Korea in 1950 boosted expenditures greatly and re- 
leased inflationary forces of enormous proportions. The next few 
years provided an interesting case study of fiscal policy in operation. 


The 1950/51 Budget. In October, 1950, the new Liberal-Country 
Party Government brought down its first budget. Less than a year 
before it had won a hard-fought election in which it had promised to 
carry on the health and welfare program and also “put value back 
into the pound.” Prices were rising rapidly, the price of wool was 
jumping to fantastic levels, large new outlays would be required for 
national defense, and the Treasurer recognized that there was “a 
large and increasing surplus of purchasing power in the hands of 
the public.””® If ever there was a time when a sharp cutback in non- 
defense expenditures was in order, this was it. But as the Treasurer 
went down the list—the Post Office, Immigration, the Snowy Moun- 
tains project, War Service Homes, subsidies—it was an almost un- 
broken story of increases, many of them substantial, because commit- 
ments had been made, contracts had been let, goods were being 
delivered, and wages and salaries were tied to prices. Payments for 


** Inflation and Deflation, p. 1. 
*® Budget Speech, 1950-51 (Canberra, 1950), p. 2. 
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War Service Homes were up by £9 million, the subsidy on butter 
by £3.3 million, departmental expenses by £3.5 million, payments to 
states by £10 million, and so on throughout the list. In all the 
major categories there was only one reduction—£6 million in “Other 
Capital Works and Services.” 

In addition to old commitments, new ones were made. Subsidies 
on imported coal and on woolen goods for domestic consumption 
were to cost £23 million; child endowment was to be extended to the 
first child in a family at a cost of £15 million; the rates on war, age, 
invalid, and widows’ pensions were to be raised; new pharmaceutical 
benefits would cost £2 million and a medical benefit scheme a like 
amount. Altogether, the increase in health and welfare benefits 
amounted to £30 million, or about one-third.*® Capital outlays, 
financed from loans as well as revenue, were up about £10 million. 
In addition to all of these, the War Gratuities payments were coming 
due in March, 1951, and would require some £67 million in cash. 

Altogether, the budget called for an increase in expenditures from 
the Consolidated Revenue Fund of £172 million, or 30 per cent, of 
which £79 million was for defense services. In the event, actual 
expenditures were some £38 million above the estimates, and so ex- 
penditures increased by £210 million, or 35 per cent, of which £87 
million was for defense. Actual revenues were about £45 million 
above estimates and there was a small surplus of £7 million. During 
the year retail prices rose by 19 per cent and wholesale prices by 27 
per cent.” 


°° [bid., p. 16. 

*" This study is not concerned with revenues, but it is pertinent to note here that 
no significant tax increases were proposed in the 1950/51 budget. A ‘Wool De- 
duction” was enacted to produce £103 million, but this was a device for withholding 
funds from the proceeds of wool sales to be applied against future income tax pay- 
ments by the producers. The reason for this was that “primary producers” (farmers 
and graziers) were allowed to pay income taxes on the basis of five-year averages, 
meaning that the income taxes they would pay on the huge profits they were realizing 
from wool sales would be reduced and spread over a five-year period. The Wool 
Deduction was a device for collecting some part of these taxes earlier. As a result 
of the experiences of this period the averaging provision was changed the following 
years so that averaging would apply only to income below £4,000 per year. 

Minor increases in other taxes and charges were estimated to produce £11 million, 
but these were offset in part by tax concessions amounting to £7 million, leaving 
a net of only £4 million. Despite this showing, the Treasurer concluded his Budget 
Speech by observing that “it can be said that the Budget makes a substantial contri- 
bution to anti-inflation measures.” Ibid., pp. 22-23. 
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The “Horror Budget” of 1951/52. By budget time in 1951 inflation 
was rampant, and it was recognized that the strongest possible action 
would be required to bring it under control. The Treasurer brought 
in the so-called “Horror Budget” which provided for sharp increases 
in taxes, for an arbitrary reduction of 10,000 in civil service person- 
nel, and for drastic economies. The policy on expenditures was: 


On the expenditure side there is the strongest possible case for eliminating 
every item that can possibly be dispensed with . . . . Plainly the occasion 
calls for the most drastic and thoroughgoing review of public expenditures 
to determine what is irreducible and what is not.7® 

The result of this drastic policy was a budget which proposed an 
increase in total expenditures of £143 million, of which £34 million 
was for defense services. The increase would have been larger but 
for a large nonrecurring decline of £22 million in War and Repatria- 
tion Services because of the payment of the War Gratuity in the 
previous year. The principal increases were payments to the National 
Welfare Fund, £52 million; payments to states, £33 million; capital 
works and services, £28 million; miscellaneous services, £10 million; 
and the Post Office, £10 million. Omitting defense and repatriation 
expenses, the increase in the budget was about 26 per cent. With 
the sharp increases in taxes, the budget was estimated to produce a 
surplus of £114 million, and it actually did yield a surplus of nearly 
£100 million. 


The 1952/53 Budget. By the time for the next budget (August, 
1952) inflationary pressures had subsided somewhat. Prices were 
still rising but the rate of increase had slowed. The Treasurer, 
without mentioning the extent of the rise, said that prices continued 
to rise largely because of increases in wages and salaries based on 
previous price increases. For the first time significant reductions 
were proposed in such items as capital works, immigration, and 
subsidies. There were to be moderate increases in departmental 
expenditures and the costs of business undertakings. Moderate in- 
creases were proposed in pension rates and health benefits, in addition 
to normal increases. The increase proposed for total expenditures 
was £55 million, which was approximately the amount of the increases 
for defense (£30 million) and payments to the states (£17 million). 


*® Budget Speech, 1951-52 (Canberra, 1951), pp. 4, 6. 
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The tax increases of the previous year had caused much criticism, 
and the Treasurer now proposed tax concessions which would amount 
to about £50 million. The estimates called for a budget approxi- 
mately in balance, in contrast with the substantial surplus of the 
previous year. Actually, a surplus of £13 million was realized de- 
spite the fact that expenditures exceeded estimates by £15 million. 
In the following year (1953) the proposed budget, for the first time 
in four years, showed no significant increase; this was possible in part 
because of a reduction of £15 million in defense expenditures. 

During the four critical years (1949/50 to 1952/53) when infla- 
tion was raging, annual Commonwealth expenditures rose from £453 
million to £797 million—an increase of £344 million, or 76 per cent. 
Exclusive of defense expenditures, the increase was £195 million, or 
49 per cent. In the same period retail prices rose by 53 per cent. 
Since the large item of interest payments declined in this period, 
expenditures other than defense and interest rose by more than the 
rise in retail prices. 

During this period the state and local governments increased their 
expenditures even more rapidly—from £257 million to £591 million, 
or an increase of 130 per cent. Expenditures of all levels of govern- 
ment rose by 77 per cent; exclusive of defense expenditures the in- 
crease was 60 per cent, and exclusive of both defense and interest 
expenditures it was 68 per cent. 

It is often contended, as in the White Paper, that capital expendi- 
tures constitute the flexible item of expenditure which can be manipu- 
lated to offset cyclical variations in the economy. We have already 
seen that the Commonwealth, despite determined efforts, was not 
able to accomplish a reduction until two years after the need appeared. 
Total capital expenditures for all levels of government proved to be 
even less amenable to control; they rose from £199 million in 1949/ 
50 to £396 million in 1951/52. In other words they doubled in a 
period when inflation was at its worst. In 1952/53 there was a very 
small reduction, and thereafter the increase was resumed at a slower 
rate. It is easy to understand why this increase took place: there 
Was a great accumulation of needs, commitments had been made, 
prices were rising, and the states were putting great pressure on the 
Commonwealth for funds to continue their public works. In 1951 
the states came to the Loan Council with requests amounting to £300 
million and dealt with a federal government which was comparatively 
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new and inexperienced. The allocation was cut back to £225 mil- 
lion—a figure £50 million greater than the previous year. The fol- 
lowing year the halt was made with a further cutback to £190 million 
in the face of rapidly rising prices. This was a drastic move which 
caused widespread disruption of planned public works and much 
anguish and bitterness on the part of the states. Thus after more 
than two years of determined effort climaxed by drastic action, the 
increase in expenditures was halted. Indeed, in real terms a sub- 
stantial reduction was accomplished. But in both money and real 
terms the level of capital expenditures remained well above the level 
prevailing when the need first become apparent. Whether, all things 
considered, these capital expenditures were justified is not the issue 
here. The episode indicates that there may be serious, if not fatal, 
weaknesses in a policy which depends upon curtailing or reducing 
capital expenditures as the major method of fighting inflation. 


The 1955/56 Budget. Inflationary pressures eased and prices were 
fairly stable in 1953 and 1954. The federal government showed a 
significant surplus each year, and each was followed by a reduction 
in federal taxes. Federal expenditures rose moderately in 1953, 
but declined slightly in 1954. But by the middle of 1955 prices were 
rising again. In the budget presented in August of that year the 
Treasurer noted “signs of strain in the economy” and “unmistakable 
signs of active inflation.” As a guide for the new budget he stated 
that “there can be no justification for embarking on new forms of 
expenditure and the most searching economy must be practiced over 
the whole field of expenditures already established.””® 

The principal anti-inflationary actions taken in the new budget 
were a refusal to grant tax concessions and exhortations to individuals 
and business firms to exercise restraint. Possibly because an election 
was impending, substantial increases were made in pension rates— 
more than enough to maintain the purchasing power of the pensions. 
The total increase in health and welfare payments, normal and extra, 
was estimated at £29 million. Payments to the states were to rise 
by £21 million. Total expenditures were up by £77 million, and the 
estimated surplus was £48 million in contrast with a surplus of £70 


*® Budget Speech, 1955-56 (Canberra, 1955), pp. 1-2. 
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million in the previous year. As one observer noted, “these steps to 
restrain spending could scarcely be called forceful ... .”°° 

The price rise continued and in January, 1956, eight of the fore- 
most university economists in Australia stated in a public letter: 


The internal boom, with its creeping inflation of expenditures, prices, 
wages and profits, has been fed in the last six months by a Commonwealth 
overall cash deficit of £105 m., largely in the form of Treasury Bill 
finance, and also by a considerable expansion of bank credit to support the 
bond market. 


They called for immediate action in the form of: 


(1) A substantial increase in taxation, to drain off excessive purchasing 
power and help pay for national development .... (2) A rise in interest 
rates, to permit monetary policy to become effective.” 
The only reference to public expenditures in this statement was one 
subordinate phrase, “with continued efforts to restrain and even re- 
duce government expenditure...” As they explained later, the 
economists did not envisage any increase in public expenditures but 
merely wanted to raise funds to pay for expenditures already planned. 

The economists’ statement met widespread and strong opposi- 
tion; nevertheless the Prime Minister, on March 14, 1956, brought 
in a supplementary budget which embodied its proposals. He pro- 
posed tax increases designed to produce about £115 million per year, 
higher interest rates, and tighter restrictions on the use of foreign 
exchange. He did not propose any reduction of expenditures for 
several reasons: (1) many of the government expenditures were 
necessary to provide the services required by the higher level of 
business activity, such as those of the Post Office, the telephone sys- 
tem, and the railways; (2) in recent years government expenditures 
had been comparatively stable and most of the increases which were 
causing inflation had come from private spending for consumption 
and investment; and (3) a large majority of Commonwealth ex- 
penditures 

. representing Social Services, Debt service, payments to the States, 
Repatriation benefits, and expenditures on the Post Office and other busi- 


20D H. Karmel, “The Economists Plan,” in Business and Society (Summer 
School of Business Administration, 1956, University of Adelaide, Adelaide, 1956), 
mia 
* The letter is reproduced ibid., pp. 50-51. 
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ness undertakings, are not only not susceptible to reduction, but are found, 
in the nature of things, to tend to increase. 


Further, most of the remaining items “do not lend themselves to 
sudden alteration at this stage of the financial year.” 

The supplementary budget created widespread discussion and 
aroused much opposition. The opponents pointed out that the 
Government was not reducing expenditures by a single pound and 
claimed that the private sector of the economy was being required 
to make all the sacrifices and reductions needed to curb inflation. 
The behavior of the economy during the following year bore out 
this claim in part. According to one source, private employment in 
1956/57 fell by nearly 5,000 while government employment rose by 
nearly 8,000,” indicating a significant shift in the balance between the 
public and the private sectors of the economy. Along the same line, 
the national income estimates showed that between 1955/56 and 
1956/57 gross private investment declined by £193 million, or 18.2 
per cent, while public authority expenditures increased by £55 mil- 
lion, or 3.9 per cent, and public expenditures for capital outlays rose 
by £16 million, or 3.6 per cent. On the other hand, expenditures for 
personal consumption rose by 6 per cent—almost the same increase 
shown by national income, which was 6.3 per cent. The restrictions 
on imports, while painful, were effective; imports declined by £101 
million, or 9.9 per cent. At the same time exports jumped by £218 
million, or 24.8 per cent.7* These two large movements went far to 
relieve the pressure on foreign exchange balances. All of these 
actions were successful in slowing inflation, at least for the time being; 
the index of wholesale prices rose by less than 1 per cent between 
July, 1956, and June, 1957. It would not be proper, of course, to 
ascribe all of these results to the supplementary budget, but certainly 
it had an important effect. 

The action here was an almost perfect illustration of a principle 
stated by Sir Douglas Copland several years earlier. He said: 


We see, as a result of the continued pressure for Government assistance, 
a steady rise in government expenditure which makes it very difficult to 
apply the correct remedial action to deal with inflation. This no doubt 
explains the difficulty which the Commonwealth Government has had in 
*? Economic Measures (Canberra, 1956), p. 14. 
*? The Australian Financial Review, Sept. 5, 1957, P- 1. 


** White Paper on National Income and Expenditure, 1956-57 (Canberra, 1957), 
passim. 
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gaining acceptance for its budget surpluses as an anti-inflationary measure. 
Instead of obtaining those surpluses by low expenditure and high taxation 
it has had to resort to high expenditure and still higher taxation, with 


obvious deterrent effects on output.” 


Professor Downing supported the Government’s action of March, 
1956, his only complaint being that it was tardy. He said: 


Do we really want still worse roads, power and transport services, schools, 
universities and hospitals than we have? We are one of the four or five 
richest countries in the world. It would be embarrassing to say where 
we would probably come in a ranking of countries according to standards 
of public service. In any case, the fact is that the Government believes 
that it has sufficient political strength, and that its expenditures are suffi- 
ciently defensible, to refuse to cut them. 


In 1954/5, all but £108 m. of the total expenditure of £1,260 m. by all 
public authorities in Australia was financed out of tax revenues... . 
This may appear a fairly good achievement. But in view of the fact that 
there was, nevertheless, a substantial pressure of excess demand, the sur- 
plus on current account should have been still higher. 

. . . the new policy measures will operate in the right direction and are of 
about the right magnitude—though they should have been introduced 
earlier and they should have included an increase in income tax.”® 


Mr. D. C. Rowan pointed out the various delays which occurred 
in the face of developing inflation in 1955. From those events he 
concluded that fiscal policy suffers from a political and, possibly, an 
administrative lag of from ten to twenty months. He concluded: 


This is not a happy record. But it would be less disturbing than it is if the 
Australian economy was characterized by great stability in the domestic 
sphere and invulnerability to fluctuations originating overseas. ‘These, 
however, are precisely the characteristics which it does not possess. Indeed, 
not only does it not possess them but there is every sign that, in its attempts 
to move forward along a “full employment” path, it will exhibit chronic 
instability upwards as well as extreme sensitivity to fluctuations originating 
abroad. 


The performance of our two main overall controls during 1954/6 sug- 


*© Inflation and Deflation, p. 27. 
*°R. I. Downing, “The Australian Economy, March 1956,” The Economic 
Record, XXXII (1956), 18-19, 25, 26. 
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gests that we are a long way from being able to implement [flexible con- 
trol] policies even were we able to formulate them.”* 


EXPENDITURES AS AN INSTRUMENT OF FiscaL PoLicy 


Fiscal policy has come to mean a policy wherein governments 
manage their finances in such a way as to exert a stabilizing influence 
upon the economy as a whole. In other words, governments attempt 
to use the effects of their financing as a counterweight against de- 
stabilizing movements in the private sector of the economy; as some 
have expressed it, they “lean against the wind.” In doing this gov- 
ernments may operate in three major areas—in expenditures, in 
taxation, and in debt management. To the extent that expenditures 
are to be used as an instrument of fiscal policy they should be re- 
strained or reduced in inflationary periods and increased in periods 
of deflation. It is in order now to note how successfully Australia 
has been in manipulating expenditures so as to contribute to an effec- 
tive fiscal policy. 

The action taken in the early thirties was mostly the opposite of 
the action required by presently accepted fiscal policy. Of course at 
that time fiscal policy was not well developed or widely accepted, and 
there were powerful forces at work which severely limited the action 
the government could take. Also, as noted earlier, the heroic re- 
duction in public expenditures made at that time was possible only 
because of the catastrophic proportions of the depression, the reduc- 
tion in the basic wage, and sharp declines in prices and interest rates. 
It is probably safe to assume that neither those conditions nor a simi- 
lar reduction in expenditures will occur again. 

The period since World War II has been one of almost con- 
tinuous inflation with intermittent pauses. In such a period an anti- 
inflationary policy calls for severely restricted or reduced public 
expenditures. After the reduction of national defense expenditures 
following the war, however, there was never any significant reduc- 
tion in the money value of expenditures, and over the period as a 
whole (from the low point of 1947/48 to 1954/55) total expendi- 
tures increased by some 184 per cent compared with an increase of 
about 100 per cent in prices. As a proportion of GNP, public ex- 


*7 1D, C. Rowan, “The Australian Economy, September, 1956,” The Economic 
Record, XXXII (1956), 207. 
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penditures rose from 22.2 per cent to 26.2 per cent. There was a 
very slight decline in money expenditures in 1954 and declines in 
real expenditures in both 1953 and 1954; otherwise both money and 
real expenditures increased every year.”® 

The most crucial years of this period, the years when inflationary 
forces were strongest, were the years from 1949 to 1952. During 
those years total public expenditures rose by 106 per cent; exclusive 
of national defense expenditures, the increase was 91 per cent. As 
a proportion of GNP, expenditures rose from 24.1 per cent to 29.4 
per cent. In the same period wholesale prices rose by 66 per cent 
and retail prices by 53 per cent. On any basis of measurement, then, 
expenditures—even non-defense expenditures—rose substantially in 
these years, both in money and real terms and as a proportion of 
GNP. 

This great increase in expenditures was not deliberate in the 
sense that those who shaped the budgets wished to produce results 
of this kind. Indeed, they labored valiantly to keep down the in- 
crease, and after a delay of two years and through heroic measures 
they were finally successful in considerable measure. Just what were 
the powerful forces which were forcing up expenditures in these 
years? A brief examination of those forces will provide some basis 
for assessing the potentialities and limitations of expenditures as an 
instrument of fiscal policy. More specifically, what are the factors 
which, in an economy such as that in Australia, make it difficult, if 
not impossible, for governments in a period of inflation to reduce 
their expenditures or even to prevent them from increasing? 

Perhaps the best way to answer this question is to examine briefly 
the several major types of expenditures and see how each behaves 
in a period of inflation. Interest on the public debt is an important 
form of expenditure which is usually regarded as very inflexible. 
Certainly there would be no reason to expect it to decline in an infla- 
tionary period. On the contrary, and especially if a substantial part 
of the debt were in short-term form, interest payments would prob- 


** It is recognized, of course, that there were many valid reasons why substantial 
increases in public expenditures in this period were necessary; in other words, there 
were many reasons why expenditures could not be determined by fiscal policy con- 
siderations alone. A valid and comprehensive theory of fiscal policy, therefore, should 
recognize that there are times when the volume of expenditures must be determined 
primarily by factors outside the realm of fiscal policy, and that may occur at times 
when the deflationary effects of reduced expenditures are needed most. 
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ably rise because the monetary and banking authorities would nor- 
mally raise interest rates in an attempt to curb inflation. 

National defense expenditures are determined by the interna- 
tional situation and a country’s foreign policy. There is no reason 
to expect these factors to produce expenditures which would fit into 
a fiscal policy designed to stabilize the economy. Hence we must 
say that these expenditures cannot be manipulated for fiscal policy 
purposes. 

Pensions and other cash benefits could not be reduced except 
under the most extreme circumstances. On the contrary, it is almost 
an unwritten law that the purchasing power of these payments must 
be maintained, and many of them are increased almost automatically 
when prices rise. Much the same is true of the various health bene- 
fits; pharmaceutical benefits would rise automatically with prices, and 
if there were any substantial inflation, hospital and medical benefits 
would likely be increased. In addition, all benefits going directly 
to a large number of voters are highly vulnerable to “political” in- 
creases, especially in election years. 

Wages and salaries make up a large part of all public budgets. 
In most cases they are set by public service arbitrators and generally 
will follow the movement of the price level, perhaps with a lag of 
some months. Obviously inflation must bring an increase rather than 
a reduction here. 

Earlier chapters have pointed out that business enterprises oper- 
ated by state and Commonwealth governments are slow to increase 
their charges in a period of inflation. This causes larger operating 
deficits which must be met from public treasuries. Further, as the 
Prime Minister pointed out in March, 1956, business enterprises 
require larger capital outlays when their volume of business is ex- 
panding. But even if the volume of business remained the same, 
normal improvements and replacements would cost more in a period 
of inflation because of higher prices. 

In addition to all of these, the goods and supplies normally pur- 
chased by governments on the open market will become more ex- 
pensive as inflation progresses. 

In view of the above list of expenditures which, with varying 
degrees of certainty and speed, will rise during a period of inflation, 
how can governments hope to reduce or curb expenditures when 
inflation rages? One method is to decree a general “freeze” on 
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activities and the number of employees. This is an “across-the- 
board,” indiscriminate action which curtails the more essential as well 
as the less essential activities. Further, it can only slow the increase; 
it cannot stop the numerous automatic and semi-automatic increases 
described above. 

Another method is to curtail capital outlays outside the field of 
business enterprises. The potentialities here are limited since the 
amounts involved are relatively small in comparison with the total 
budget. Further, there are various delays inherent in this procedure. 
First, there is the political delay in recognizing the need for reduc- 
tion and in taking the political action required. Next, there are the 
administrative and technological delays involved in putting the de- 
cisions into effect. Commitments will have been made and projects 
will be in various stages of planning, financing, and construction. If 
the outlays are being made by states, the delays will be accentuated 
and complicated by the necessity for approval by the Loan Council. 
That procedure also acts as a barrier against reductions during the 
year, since it is not feasible to reduce a commitment made by the 
Council. Altogether, these factors mean that it is likely to require 
from a year and a half to two years before action can be effective. 

When the two above methods have failed to produce sufficient 
results, a third method, usually resorted to in desperation, is to 
order arbitrary reductions in personnel, to eliminate or drastically 
reduce one or more major programs of activity, or to stop work on 
capital projects regardless of the stage of construction. Such action 
is likely to cause serious disruption and demoralization in the public 
service and extensive damage and waste in construction programs. 
For that reason this method is not used except under great pressure. 
But with the present structure of expenditures it is doubtful that a 
positive reduction in money expenditures can be obtained by any other 
method. The alternative, and the less painful method for the gov- 
ernment, is to maintain expenditures and raise taxes to cover them as 
the Commonwealth did in March, 1956. 

In practice the alternative policies are not as simple nor as clear- 
cut as the above discussion implies. Innumerable combinations and 
modifications are possible, each of which would have some effect on 
expenditures. But the basic trend is clear; the normal course is for 
government expenditures to rise during a period of inflation, and 
determined action will be required to prevent them from rising faster 
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than the price level and thus becoming a contributing cause to 
inflation. 

In summary, there are many elements of expenditures in Austra- 
lia which normally rise in a period of inflation. The more important 
ones are interest on the short-term public debt, pensions and other 
welfare payments, current deficits and capital outlays of business 
enterprises, and wages and salaries which are tied to the price level. 
The types of expenditure which can be reduced without extraordinary 
effort are few and relatively unimportant in amount, and reduction 
even in those will usually require considerable time. 

The implications of the Australian experience for fiscal theory 
are fairly obvious. It is not realistic to expect that government 
expenditures in a period of inflation can be reduced or even held con- 
stant by normal and routine methods. Only under conditions which 
require and justify heroic measures can action be taken to stop the 
increase, and by that time expenditures will have risen to a level con- 
siderably above the level which prevailed when the inflation started. 
In brief, expenditures cannot be manipulated freely, promptly, and 
accurately as a weapon to fight inflation. Often political and other 
non-fiscal considerations may require that expenditures not be reduced 
at all, but that dependence be placed entirely upon other devices to 
combat inflation. 
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Some Observations and Conclusions 


THis FINAL CHAPTER Will note some of the broad changes in the 
public expenditures of Australia between 1929 and 1955 and offer 
some observations on their causes and implications. 


Tue Major CHaAncEs 


Table 29 shows expenditures for 1929 and 1955 and analyzes 
the changes which took place in the interval, both according to pur- 
pose and the level of government which made them. In most cases 
the increases were so great that percentage figures do not give a clear 
impression of the changes. For this reason the increases are meas- 
ured by stating the 1955 figures as multiples of the 1929 figures. 
Even on this basis the figures are quite large, especially where the 
1929 figures were small. Consequently, as an added measure of 
change, the total increase in annual expenditures between 1929 and 
1955 has been distributed among the different functions; this dis- 
tribution, in percentages, is shown in the last column. 

Total expenditures, in current pounds, increased almost seven- 
fold, while in constant pounds the increase was almost threefold. 
In per capita terms, expenditures in current pounds increased almost 
fivefold while in constant pounds they more than doubled. In rela- 
tion to GNP the increase was from 20.4 per cent to 25.8 per cent. 
While expenditures increased greatly at all levels of government, 
Commonwealth expenditures increased much faster than others and 
thus gained greatly in relative importance. 
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Almost exactly half (50.6 per cent) of the great increase was 
concentrated on three major functions: health and welfare, war and 
defense, and transportation and communications, in that order. Ex- 
penditures for defense and health and welfare rose sharply in relative 
importance between 1929 and 1955, but expenditures for transporta- 
tion and communication were sharply lower on a relative basis. Out- 
lays for electric power were insignificant in 1929, but they received 
8.3 per cent of the increase over the period and by 1955 were of 
major importance. Despite the fact that the public debt increased 
almost fourfold, interest payments accounted for only 6.3 per cent 
of the increase in expenditures, and they declined in relative impor- 
tance from almost 30 per cent in 1929 to less than 10 per cent in 
1955. In considerable measure that was the result of a substantial 
decline in interest rates during the period. Repatriation and educa- 
tion remained quite stable in their relative standing; the two together 
accounted for about 12 per cent of the increase. 


CAUSES OF THE INCREASE 


The figures given above show that there was a very great increase 
in expenditures between 1929 and 1955. Why was there such an 
increase during this quarter century? Obviously it is not possible 
here to give any comprehensive answer to that question. Rather, 
some observations and comments will be offered concerning the ex- 
pansion in the major functions which accounted for most of the 
increase. For this purpose a better perspective may be afforded by 
expressing the different expenditures as percentages of GNP as is 
done in Table 30. 


Health and Welfare. Expenditures for health and welfare ac- 
counted for almost one-fourth of the increase in total expenditures 
between 1929 and 1955; more than any cther type of expenditure, 
they dominated the scene and set the tone for the whole. Two major 
characteristics marked these expenditures, as shown in Table 30. 
First, there was a steady increase in their importance in relation to 
GNP, the percentage rising from 2.4 to 5.5. Second, they were more 
stable in relation to GNP than was any other major expenditure. 
The coefficient of correlation with GNP for the years shown in Table 


30 was .993. 
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TABLE 30 
SPECIFIED PuBLIC EXPENDITURES IN AUSTRALIA AS PERCENTAGES OF 
GNP For SELECTED YEARS, 1929-55 
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Source: Commonwealth Bureau of Census and Statistics. 


It may be well first to note just when and how the increase in 
these expenditures came about. From 2.4 per cent of GNP in 1929, 
they rose sharply in the early 1930’s and then settled down to a 
range of 3.0-3.5 per cent during the remainder of that decade. 
Amazingly, they maintained that range during the war, despite the 
enormous expenditures for defense. Perhaps the most important 
reason for this was the introduction of family allowances in 1941. In 
the immediate postwar years these expenditures rose to a range of 
4.5-5.0 per cent of GNP and then, in 1952, to a range of 5.0-5.6 per 
cent. Thus, much the greater part of the increase, both absolutely 
and relatively, came in the ten-year period from 1945 to 1955. This 
was a period of inflation, full employment, and high and rising real 
income. Thus no significant part of the expenditure went to relieve 
distress or unemployment caused by a depression. Rather, the in- 
crease was caused by two practices: (1) increases in cash benefits to 
maintain their purchasing power; and (2) the introduction of new 
programs such as hospital and medical benefits. Coupled with these 
developments, of course, is the fact that expenditures of this kind 
have no reverse gear; with minor exceptions, they can move in only 
one direction—upward. Programs once adopted cannot be aban- 
doned, and rates once fixed cannot be lowered. 

The above factors show how, when, and for what specific purposes 
the increased expenditures were made, but they do not throw much ~ 
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light on the basic reasons why they were made. There can be little 
doubt that they were made in response to the wishes and demands of 
the people; the prompt amendment of the Constitution in 1946 
when some of these payments were threatened is evidence of that 
fact. Popular demand had been built up partly by the long delay in 
adopting additional social security measures after 1912 and partly 
by the great feeling of insecurity engendered by the Great Depres- 
sion. This demand, as Professor Ursula Hicks points out, is dif- 
ferent from the demand for most government services, which are 
for “. . . the satisfaction of wants that are not only collective by 
nature, but can only be collectively supplied (such as police and 
justice as well as defence) ....”* This demand is more intense and 
persistent and more subject to political manipulation. It is a de- 
mand for 


services accruing directly to particular citizens (for instance pensions and 
national health service), and ardently desired by them, as a means of 
individual satisfaction—more especially perhaps when the benefits come 
in the form of direct money payments... . [It is a demand for] benefits 
in which certain citizens (for instance pensioners) or industries have a 
vested interest, and whose expansion will improve their personal or profit 
prospects. In this situation the largesse of the welfare state becomes 
something to be striven for, in the same way as an increase in wages or a 
tax concession on a certain type of profits.” 


Those who demand increased welfare payments on these relatively 
narrow and selfish grounds are not likely to be greatly concerned 
with the possible detrimental effects of the largesse payments on 
capital accumulation, price stability, and other matters of broad na- 
tional concern. 

This does not mean that all of the demand for increased welfare 
payments came from those who were selfishly interested. There 
were many who believed that it was in the national interest to bring 
about a more equitable distribution of income, to raise the level of 
hospital and medical care, and so on. It was the combination of the 
demands of the two groups which produced the final result. 

This combined demand could be met satisfactorily only by a 
national program, or series of programs, carried out by the Common- 
wealth. This, in turn, required that the Commonwealth should have 

* British Public Finances; Their Structure and Development, 1880-1952 (Lon- 


don, 1954), p. 18. 
* Ibid., pp. 18-19. 
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the constitutional power and the financial resources to carry out such 
a program. ‘These requirements were met by the constitutional 
amendment of 1946 which gave the Commonwealth broad powers 
in this field and by the Commonwealth’s retention of Uniform 
Taxation after the war. 

So in the final analysis many factors, several of them interrelated, 
contributed to the great increase in expenditures for health and wel- 
fare in this period. There was the large innate demand built up 
over a long period of time, an aggressive program by the Labor Party 
during the eight years it was in office, Uniform Taxation, and a 
constitutional amendment. These set the tide flowing strongly in 
the direction of larger welfare payments. When the Liberal-Coun- 
try Party coalition came to office in 1949 there was little that it could 
do to stem the tide, no matter what its wishes were. It could not 
have won the election if it had not promised to carry on the principal 
welfare programs. The most it could do after election was to modify 
a few features of the programs, and such modifications did not mate- 
rially affect total expenditures. 

In earlier chapters it was pointed out that there are many pitfalls 
and difficulties in making international comparisons of public expendi- 
tures. Such comparisons can never be precise or entirely valid, and for 
that reason they must be accepted only with important reservations. 
Nevertheless in those earlier chapters some comparisons were made 
between expenditures for some functions as developed in this study 
and certain data complied by Martin and Lewis.* The data used in 
those comparisons are brought together in Table 31. For compari- 
sons of the expenditures for health and welfare, the Australian data 
for repatriation are added to those for health and welfare to make 
them more nearly comparable with the data for “Health” and for 
“Social Insurance” as used by Martin and Lewis. This gives a figure 
of 6.7 per cent of GNP for Australia, which is higher than the figures 
for France and the United States but lower than the figures for New 
Zealand, Sweden, and the United Kingdom. Thus, despite the great 
increases of recent years, Australia still ranks well below three coun- 
tries in the emphasis placed on the social services. 

War and Defense. Expenditures for national defense accounted for 
the second largest part of the increase in total expenditures between 


* Martin and Lewis, of. cit., pp. 203-44. 
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TABLE 31 
SPECIFIED AND [TorTraL EXPENDITURES AS PERCENTAGES OF GNP 
IN SELECTED COUNTRIES, 1953/54* 


Health and | Roads and 


Country Education Welfaret | Transportt Defense Total 
Australia 1.8 6.7 5 Sal 25.6§ 
France Dre) See, nal 10.7 33.9 
United Kingdom 4.0 Qo3 1,5 10.4 39.4 
New Zealand 3.4 eS 4.0 Shy 38.4 
Sweden 5.4 8.6 6.0 6.6 S15) 
United States Sul 4.7 1.9 15e3) Se 








* See text for qualifications. 

+ For Australia, includes expenditures for repatriation, health and welfare as developed i in 
this study; for other countries, includes expenditures, current and capital, for “Health” 
and “Social Services.” 

} For Australia, includes expenditures for transportation and communications; for other 
countries, includes expenditures, current and capital, for “Roads” and “Transport.” 

§ Does not include sinking fund payments or debt retirement; figures for other countries 
include sinking fund payments. 


Sources: Australia, Commonwealth Bureau of Census and Statistics; other countries? 
Martin and Lewis, ‘‘Patterns of Public Revenue and Expenditure,” The Manchester 
School, XXIV (1956), 233-34. 


1929 and 1955—15.6 per cent. Unlike welfare expenditures, de- 
fense expenditures showed an extremely wide variation in relation 
to GNP; the range was from 0.5 per cent to over 36 per cent. The 
figure never rose above 1 per cent until the approach of World War 
II; it reached its peak of 36 per cent during that conflict and then 
dropped back almost to the prewar level in 1948. The Korean War 
raised it to the range of 3.5-4.8 per cent. The coefficient of correla- 
tion between defense expenditure and GNP, at .037, shows an almost 
complete absence of any significant association. 

The level of defense expenditures is determined, of course, by 
Australia’s international status, her foreign policy, and the inter- 
national situation. In view of the cold war and of the great change 
in Australia’s international status, it is not surprising that these ex- 
penditures have risen as much as they have. Since the end of the 
Korean War these expenditures have shown a tendency to decline 
in relation to GNP, and it is perhaps reasonable to expect that tend- 
ency to continue unless and until there is a significant change in the 
international situation. 

The international comparisons in Table 31 show that in relation 
to GNP Australia spent about as much on defense as New Zealand, 
a little more than half as much as Sweden, about a third as much as 
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France and the United Kingdom, and less than a fourth as much as 
the United States. The difference between the defense expendi- 
tures of Australia and of these other countries, as shown by these 
data, represents an enormous amount of money and exerts a great 
effect upon Australia’s total expenditures. It is in this category that 
Australia’s expenditures show the greatest deviation from the pattern 
of most other Western countries. 


Transportation and Communications. Geography makes transporta- 
tion and communications matters of major importance in Australia. 
The size and distribution of population in relation to geography have 
forced governments to assume great responsibilities for the develop- 
ment of these functions. Expenditures for the two functions ac- 
counted for 12.4 per cent of the total increase in annual expenditures 
between 1929 and 1955. 

In 1929 expenditures for these functions, at 4.1 per cent of GNP, 
were second only to interest payments among the major categories 
of public expenditures. During the early years of the depression 
they were reduced drastically, both absolutely and relatively, be- 
cause of the sharp curtailment of capital outlays. Later they rose 
substantially but did not regain their former level of importance 
before the war. During the war expenditures for transportation and 
communications again fell sharply, partly because of the almost com- 
plete cessation of capital outlays and partly because railway operating 
losses were reduced almost to the vanishing point. Since the war 
they have increased greatly in absolute amounts, and in relative 
importance have risen to about 3.5 per cent of GNP, somewhat below 
their prewar importance. They now rank well above interest pay- 
ments, about equal to defense expenditures, but far below expendi- 
tures for health and welfare. In all of these comparisons, however, 
it must be remembered that there are several indirect costs, especially 
for interest, which are not included in the nominal expenditures for 
transportation and communications, as was pointed out in Chapter 9. 

It is not difficult to understand why expenditures for transporta- 
tion and communications in Australia are as high as they are. In 
fact, it is surprising that they are not even higher and that they have 
declined somewhat in relative importance since 1929. The geo- 
graphical situation and the commitments which state and federal 
governments have made in the fields of railways, communications, 
air transport, and shipping have imposed upon governments large 
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and fairly inflexible requirements for expenditures in these fields. 
In addition, the rapid increase in the number of automobiles and 
trucks has created a great demand for more and better highways. 
That demand would probably have resulted in substantially larger 
expenditures for highways if the states had had more adequate 
revenues and if they had not been hampered by their policy of trying 
to protect the revenues of the railways. If the railways had been 
paying their way in the past twenty-five years, under either public 
or private ownership, the states could, and probably would, have 
spent for highways a considerable part of the money which they 
have used to cover railway losses. 

While total expenditures for transportation and communications 
have been moderate in relation to the need and in relation to GNP, 
they have been high in relation to the services made available to the 
people of Australia. Except for air transport, Australia probably 
has one of the poorest and most inefficient transportation systems of 
any country in a comparable stage of economic development. The 
communications system is somewhat better but is not outstanding in 
efficiency. There is need and justification for greater expenditures 
for transportation, but there is a greater need for more efficiency in 
the use of present funds. 

The data in Table 31 show that when expenditures for transpor- 
tation and communications are expressed as percentages of GNP 
Australia ranked fairly high among the countries listed there. Only 
Sweden and New Zealand had higher figures, while France, the 
United Kingdom, and the United States had lower figures. In this 
area, however, comparisons are affected by two important factors: the 
varying extent to which governments have assumed responsibilities 
for railway, telephone, telegraph, air transport, and shipping systems; 
and the extent to which the financing of these systems when operated 
by governments, is reflected in regular budgets. For those reasons 
these comparisons have very limited significance. 


Education. Public expenditures for education in Australia increased 
nearly eightfold between 1929 and 1955 and accounted for 7.5 per 
cent of the total increase in annual expenditures between those dates. 
As a cause of increase, education ranked fifth among the major cate- 
gories of expenditures and was about one-third as important as health 
and welfare. Expenditures for education were quite steady in rela- 
tion to GNP; the coefficient of correlation between the two series for 
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the years shown in Table 30 was .978. Just before World War II 
educational expenditures were near 1.5 per cent of GNP. During 
the war the figure dropped below 1 per cent and did not regain the 
prewar level until 1952. Thereafter it rose slowly to 1.8 per cent 
in 1954 and to 1.9 per cent in 1955. 

The international comparisons in Table 31 show that in educa- 
tional expenditures Australia ranked at the bottom by a substantial 
margin. The figure for Australia was only one-third of the figure 
of the top country—Sweden—and about one-half the figures for New 
Zealand, the United Kingdom, and the United States.* 

The increase in educational expenditures was small in relation to 
the increase in the number of students and the greater responsibilities 
of the educational system. Between 1939 and 1955 the number of 
students in public schools increased by about 50 per cent, while the 
number of university students more than doubled. One reason for 
the small increase here was probably the fact that demands for 
improved school facilities did not occupy a high or spectacular place 
among the demands for public expenditures. The war, new health 
and welfare programs, and development programs often were of 
more popular interest than education. Another reason, undoubtedly, 
was the lack of adequate funds on the part of the states, which have 
most of the responsibility for education. 

After 1950 education received more popular attention; demands 
for better schools increased; and the Commonwealth began to make 
more funds available through its scholarship program, grants to the 
universities, and the construction of the Australian National Uni- 
versity. Still greater Commonwealth participation is foreshadowed 
by the acceptance of the recommendations of the Committee on 
Australian Universities in 1957. 


Electric Power and Gas. Public expenditures for electric power and 
gas® before World War II were insignificant, both in relation to total 
expenditures and to GNP. During the war they fell almost to the 
vanishing point because of the general limitations on capital expendi- 
tures. Since the war, however, they have risen so rapidly that in 

“The fact that about one-fourth of the children in Australia attend private 
schools and hence are not educated at public expense may be a factor here; the 
comparable figures for the other countries are not available. 

° All expenditures in this category are for capital outlays; no current expendi- 


tures are included. Further, while no breakdown is available, a large proportion 
is for electric power. Expenditures for gas are relatively quite small. 
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recent years they have approached £100 million per year. They now 
constitute over 7 per cent of all public expenditures and are approach- 
ing 2 per cent of GNP. They accounted for 8.3 per cent of the 
increase in annual public expenditures between 1929 and 1955 and 
ranked fourth among the major functions in this respect. During 
this period the coefficient of correlation between these expenditures 
and GNP was .928. Perhaps the reason why it was not higher was 
that the expenditures were concentrated very heavily in the last ten 
years of the period. 

The great increase in expenditures has been associated with two 
major and interrelated developments. The first was a gradual but 
steady transition from private to public ownership of electric power 
systems, to the point where all major facilities are now publicly 
owned. Before World War II both the states (including their 
semi-autonomous authorities) and the local governments were making 
outlays for electricity in roughly equal amounts; the Commonwealth 
was not involved. Since the war the states have taken the lead and 
in recent years have been making over two-thirds of the outlays. 
The remaining expenditures are about equally divided between the 
local governments and the Commonwealth, although it is almost 
certain that the Commonwealth will assume an increasingly larger 
part of the total in the future. 

The second major development has been the greatly increased 
demand for electricity in the postwar years as a result of many fac- 
tors: the increase in population, the rising level of income, a great 
housing development, the great industrial growth, and the many 
new industrial techniques which require more electricity. As was 
pointed out in an earlier chapter, the many small privately owned 
and municipal plants could not raise the funds to meet this demand, 
nor could they generate and distribute power as cheaply and efh- 
ciently as larger plants; so the states were called upon to take over 
the industry, which they did largely through semi-autonomous com- 
missions or authorities. 

Three other factors also probably contributed to the trend toward 
public ownership. The total amount of funds required for develop- 
ment of electric power was so large that it was a major factor in the 
distribution of available investment funds, making the allocation of 
funds a proper subject for consideration by the Loan Council. A 
second factor was that most of the generating equipment had to be 
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imported. This was a substantial drain on foreign exchange re- 
sources, which were allocated by public authorities. Publicly owned 
enterprises, especially when backed by a strong public demand, prob- 
ably had a better chance of obtaining the necessary allocations than 
privately owned enterprises. Finally, the public enterprises are 
largely tax-exempt and are thus able to provide power at a con- 
siderably lower cost than private enterprises. 


Business Enterprises. The public acquisition of the electric power 
industry is the most recent example of public ownership displacing 
private ownership. Over the past hundred years that has happened 
in several cases, nearly all of them in the fields of transport and other 
public utilities. Are these instances evidence of a basic trend toward 
socialism or the nationalization of all industry? Almost without 
exception the students who have considered this question give a nega- 
tive answer.® Various ones of them have pointed out the pragmatic 
and not the ideological basis for the actions. Others have said that 
the government assumed these functions only by default. As in the 
western provinces of Canada, it has been called “a water and gas 
socialism.” 

These views are supported by the fact that there has never been 
any mandate from the voters for a general policy of public ownership 
or nationalization of industry. On the contrary, just before and 
after World War I the voters three times rejected constitutional 
amendments which would have given the Commonwealth the power 
to take over and operate industries which were adjudged to be 
monopolies. Also, in 1944 the voters rejected amendments which 
would have greatly extended the Commonwealth’s power over in- 
dustry, although these were only a few among many amendments 
which had to be accepted or rejected as a whole.’ Along the same 
line, there is no evidence that the attempts of the Labor Party to 
nationalize the banking system and the air lines after World War II 
gained it any increased popular support; on the contrary, those two 


° See, for example, Hancock, Australia, especially chap. vii; Greenwood, Austra- 
lia, pp. 170, 203, 231, 245-46; and A, G. L. Shaw, The Economic Development of 
Australia (rev. ed.; London, 1946), pp. 134-35, 187-88. 

7 It is true that in both of these cases the result of the voting may have indicated, 
in part, the voters’ distrust of the central government as opposed to the states rather 
than their disapproval of public ownership. It is impossible to assess the relative 
importance of the two factors. 
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actions are usually regarded as factors which contributed to the de- 
feat of the Party in 1949.° 

In contrast with their ideological opposition to public ownership, 
the people have favored and supported public ownership and opera- 
tion of particular enterprises at different times. This situation 
usually came about because the government, supported by public 
opinion, wanted development of one kind or another at a rate which 
required transport or other public utility services on a scale which 
private enterprise was not able to provide. This inability of private 
enterprise was caused by several factors, the principal ones of which 
were the sparse population and the scarcity of capital. While the 
people had no inherent preference for public ownership, they pre- 
ferred to have it rather than to give up their plans for rapid 
development. 

Immediately after World War I, as Maclaurin has pointed out, 
the states engaged in a wide range of business enterprises, many of 
them in the commercial and merchandising fields. A great many of 
those proved unsuccessful and were liquidated even before the de- 
pression. During and following World War II it was the Common- 
wealth which was most active in undertaking business enterprises. 
Sometimes alone and sometimes in co-operation with private enter- 
prise or one of the states, it undertook activity in the fields of ship- 
ping, air transport, coal mining, electric power, oil refining and 
distribution, and the manufacture of aluminum. Its most ambitious 
proposals, the nationalization of banking and air transport, were 
nullified by the High Court. The movement came to a halt and 
was in some measure reversed after the defeat of Labor in 1949. 

Shaw holds that Australia is still based on free enterprise and 
private capitalism. Although socialism remains in Labor’s platform, 
it is a much modified plank and not to be taken seriously. He 
goes on: 


®* To some extent Maclaurin disagrees with other observers on the attitude of 
the people toward public ownership. Writing in the 1930's, he said that Australia 
was more paternalistic than England, partly for historical and partly for geographi- 
cal reasons. The convict system, he said, tended to make the government responsible 
for everything and taught the people to rely upon the government. Further, the 
great distance from Europe hampered the free flow of immigrants and lead to a policy 
of assisting the immigrants, with the result that the immigrants turned to the gov- 
ernment when anything went wrong. Economic Planning in Australia, 1926-1936, 


Pp. 13-14. 
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What governments (both Labour and Anti-Labour) have done in Austra- 
lia is to fill in the breaches which private enterprise has left in the economy, 
to undertake those projects which are too big for the private capitalist— 
such as railways, irrigation, or power-generation—or to supplement an 
inadequate private industry, such as coal or shipping, or to provide a stand- 
ard of competition where there would otherwise be a monopoly, as in the 
case of the air-lines.® 


Nationally the Labor Party since its defeat in 1949 has reduced 
its emphasis on the socialization of industry and has taken an equivo- 
cal position on the issue of public ownership. The 1957 defeat in 
Queensland must have exerted pressure for a further reduction in 
that emphasis. The immediate future provides no basis for expect- 
ing any substantial extension of public ownership, even if Labor 
should be returned to office. 

Opinions on the success achieved by public ownership vary widely. 
Eggleston, Bland, and Sir Earle Page think that it has been a failure. 
Eggleston has said: 


State Socialism has on the whole failed in Victoria; it has not secured any 
striking success; it has not changed the social relationships for the better, 
and it has had some resounding failures, while the widespread reliance on 
Government has produced undesirable results in many ways.”° 


His dominant themes are that socialism has caused disastrous financial 
losses and has made the individual irresponsible. 


Bland’s verdict is: 
Public ownership as measured by any yardstick has been found wanting. 
It has not resulted in improved services, lower costs, high morale and 
greater public satisfaction. Rather has there been a deterioration in all 
these fields, while the immense losses that are being sustained are reducing 
the already precarious standard of living of the people.” 


On the other hand, there are those who point out that the states 
and the Commonwealth were forced into projects when private en- 
terprise was unable to provide services which were necessary for the 
growth and development of the country. Those services were then 
provided with varying degrees of efficiency. In that sense the enter- 
prises were successful. It is true that there were few cases in which 
the enterprises were operated with a high, or even an acceptable, level 

° A. G. L. Shaw, of. cit., p. 202. 


°F, W. Eggleston, State Socialism in Victoria, p. 13. 
“ F. A. Bland, Changing the Constitution (Sydney, 1950), p. 20. 
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of efficiency and economy. Ina few cases the inefficiency was notable 
and outstanding and often charges for commodities or services have 
been kept down to levels which the people would tolerate only 
through extensive concessions in the form of tax exemptions, subsi- 
dies, or public assumption of operating deficits. Also, in a few cases, 
mainly in the commercial field, the enterprises have failed completely 
and have been liquidated. At te other extreme, the Commonwealth 
air lines constitute the shining example of a publicly owned enterprise 
which is efficiently and economically operated and is financially 
successful. 

So the results have varied from one extreme to the other. In the 
fields of industry and commerce, as separate from the utilities, the 
results have almost uniformly been bad, if not disastrous. In the 
utilities themselves, if one verdict were required for the whole, it 
would probably have to be mediocre to poor. 


Summary. The functions discussed briefly above accounted for about 
two-thirds of the increase in annual public expenditures between 
1929 and 1955. They were responsible for most of the great change 
in the pattern of public expenditures during this quarter-century. 

As for other expenditures, interest payments, while declining 
greatly in relative importance, accounted for 6.3 per cent of the in- 
crease. Expenditures for natural resources, a large part of which 
were for agriculture and land settlement, gave rise to 6.7 per cent 
and housing to 3.1 per cent. Repatriation remained constant in 
relative importance and contributed 4.8 per cent to the increase. 

Public expenditures increased during this period primarily be- 
cause the Australian people wanted and demanded increased services 
from their governments in the form of health and welfare programs, 
education, highways, and other similar services. These accounted 
for over a third of the total increase. Further, expenditures in- 
creased partly because the people wanted their government rather 
than private enterprise to provide them with certain commercial 
services in the fields of transportation, communication, and electric 
power. These accounted for about one-sixth of the increase. In- 
creases in certain other expenditures were forced upon the people 
by the international situation and the growth of their nation, particu- 
larly for defense, repatriation, and a large part of the interest pay- 
ments. These were responsible for about a fourth of the increase. 
Finally, all of these increases required the Commonwealth to in- 
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crease greatly its share in total expenditures because it was the only 
unit which could command the financial resources required. 


How THE IncrEAsE Was ACCOMPLISHED 


The great increase in public expenditures between 1929 and 1955 
resulted in part from increased spending for old functions and in 
part from the adoption of new functions and programs. It also in- 
volved a considerable shift in the responsibilities and activities of the 
different levels of government. All of these changes took place 
within the framework of a fairly rigid federal constitution. It may 
be well to consider briefly the constitutional changes which were 
necessary to permit this great increase of expenditures and the extent 
to which constitutional provisions limited or hindered the growth of 
expenditures. 

As was pointed out in Chapter 4, during this period there was 
only one formal amendment to the Constitution which materially 
affected expenditures. That was the 1946 amendment which gave 
the Commonwealth wide powers in the fields of health and welfare. 
On the contrary, the voters in 1944 rejected a series of amendments 
which would have given the Commonwealth wide powers to increase 
expenditures in a number of fields. This again emphasizes the fact 
that expenditures for health and welfare, which had by far the 
greatest increase of all major types of expenditures during this period, 
commanded top position in popular opinion. To permit them to 
increase, the voters were willing to approve the only constitutional 
amendment made during this period and one of the few made since 
the federation was established. 

Aside from expenditures covered by this one formal amendment, 
all expenditures for new functions and all shifts of activities from 
one level of government to another (which almost always meant 
shifts from the states to the Commonwealth) were based upon one or 
more of several constitutional arrangements. The first and perhaps 
the most important was the extension of Commonwealth powers 
through the interpretations of the High Court. Such interpretations 
have come in a number of fields: communications, air transport, de- 
fense, the power to legislate for territories, and others. In authoriz- 
ing the Snowy Mountain Scheme, for example, the Commonwealth 
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Parliament cited its importance to defense and the Australian Capital 
Territory. The establishment and operation of the Australian Na- 
tional University presumably rests upon the latter power also, 
although there has been no litigation to determine the question. 

A second type of arrangement is the joint enterprise with one 
of the states, in which the state provides the constitutional authority 
and the Commonwealth provides most of the financing. Examples 
of this would be the Joint Coal Board with New South Wales and 
the Aluminium Production Commission with Tasmania. 

The third and perhaps the most widely used arrangement is the 
Commonwealth grant to the states. As was pointed out in Chapters 
4 and 11, this arrangement can be used for almost any purpose and 
has been a prominent feature of Australian finance since the Com- 
monwealth was established. Two outstanding examples are grants 
for highways and for state universities. 

Still another type of arrangement is the establishment by the 
Commonwealth of a multi-purpose organization which carries on 
many functions. Some of those functions may be within the Com- 
monwealth’s constitutional powers and others may not. For example, 
the Commonwealth Scientific and Industrial Research Organization 
carries on research in a great many fields, but roughly half of its 
activities are concerned with agriculture in a broad sense. The Con- 
stitution gives the Commonwealth no direct powers to legislate for 
or to spend money on agriculture, yet there has been no disposition 
to question the right of the CSIRO to carry on agricultural research. 

Finally, there have been instances in which the Commonwealth 
has appropriated and spent money for purposes which rather clearly 
were beyond the Commonwealth’s constitutional powers. Perhaps 
the best recent example is the Commonwealth Scholarship Scheme. 
Such projects may remain operative without any apparent constitu- 
tional basis for any of several reasons: First, there may be nobody 
with the inclination to question them. Second, there may be no 
person who has the constitutional status to bring action in the courts. 
Third, there may be readily available alternatives which could be 
used if this particular form of expenditure were held invalid. For 
example, the Scholarship Scheme might easily be converted to a 
system of state grants if the present form were held unconstitutional. 

Section 92 of the Constitution has probably been a greater barrier 
to both state and federal activities and spending than any other single 
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section. Among other things, it has been a major obstacle to agri- 
cultural marketing agreements; it has limited state spending on high- 
ways by limiting the revenues the states could collect from interstate 
trafic; and it prevented the nationalization of the banks and air 
lines. While recent decisions give some hope for a relaxation of the 
court’s position on this section, it remains a most important limitation 
on government activities in certain areas. 

In contrast with their unwillingness to approve specific and formal 
constitutional changes, the voters have shown a tendency to accept, 
at least passively, extensions of governmental power accomplished 
through court interpretation and elaborate constitutional arrange- 
ments. In other words, they have accepted the fait accompli when 
they would not approve the move in advance. For this there may 
be several reasons. One would be the existence of inertia, apathy, 
and the natural bias against change which several observers have 
noted. The voter may not feel strongly about the question; when 
asked to vote on it in advance, he follows the simple rule of caution 
and votes “No.” But if a way has been found to start the activity 
on a basis which the courts approve, he is not sufficiently aroused to 
start a campaign to end it. 

A second reason may be that the activity which is started without 
specific authority is one to meet a definite and recognized need which 
is urgent at the moment. The voter may be able to see the need 
for it more easily than he could see the need for an activity embodied 
in a broad and general proposal. 

Finally, the activity or the expenditure involved in a specific case 
may be much narrower than would be involved in a formal constitu- 
tional change and may not represent such a broad grant of power 
to the government. It is true that the specific case may lay the basis 
for, and be the precedent for, many others to follow, so that even- 
tually it may represent a broader extension of power than a formal 
amendment, but the voter is not likely to see or understand that. 

It is debatable whether, on balance and in the long run, the con- 
stitutional structure has enabled the people of Australia to maintain 
the kind of control they want over public expenditures. In times of 
emergencies it has prevented needed action, and at times it has pre- 
vented action for which there was a popular demand. On the other 
hand, it seems clear that the rejection of the proposed amendments 
of 1944 and the court decisions on the banking and air transport cases 
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prevented the Government of the day from embarking on projects 
which the people basically opposed. In most cases where there is a 
strong and lasting demand for a government service, some way has 
been found to accomplish it even though the route has sometimes 
been tortuous and tenuous. 

One observer has stated this view: 


In every emergency the measures necessary to maintain the economy 
as a going concern, and to enable efficient local responses to be made to 
international conditions, were hindered and delayed by provisions of the 
Constitution. ‘To many the Constitution had not become what a distin- 
guished American Jurist, Marshall, C. J., declared it should be—“a high- 
way and not a barrier to progress.” ‘To others the existence of legal 
obstruction to a politically planned society seemed both healthy and for- 
tunate.”” 


A little later, however, he is led to conclude that 


. the economic institutions now operating have been forged into a 
powerful instrument for changing the national economy by bringing about 
greater equalization of individual incomes, dependence upon public ex- 
penditure, [and] the permissive use of financial resources.’* 


EXPENDITURES AND CAPITAL FoRMATION 


In any modern economy, where from a fourth to a third of the 
national income flows through public treasuries, public expenditures 
must be a major factor in capital formation. That is especially true 
in Australia, where, as Sir Douglas Copland has pointed out, 


. . . development involves a high rate of public investment in the provision 
of power facilities, transport, housing, social capital of all kinds. ‘The 
proportion of public investment approximates to 35 per cent, and unless 
public investment is active private investment will not be sufficient to sus- 
tain the required rate of development.™* 


Table 32 shows the progress of private and public investment in 
Australia from World War II through 1957. Through the period 
as a whole a high rate of investment in relation to GNP was main- 

 G. L. Wood, “Economic Institutions and Aspirations,” in George Caiger (ed.), 
The Australian Way of Life (New York, 1953), pp- 97-98. 

** [bid., p. 107. 


“Economic Policy and Economic Development in Australia from 1945,” 
Proceedings of the American Philosophical Society, XCVIII (1954), 93. 
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tained; it rose from an average of 24 per cent in the first half of the 
period to an average of 28 per cent in the last half. In most years 
private investment showed substantial gains, but it suffered sharp 
declines in two years, 1953 and 1957. Each of these was a year 
following decisive action by the Commonwealth to curb inflation. 
In contrast with these wide fluctuations in private investment, public 
investment followed a smooth and rapid upward trend. In only 
one year (1953) did it show a decline, and that was so small as to 
be infinitesimal. 

The figures for the ratio of investment to GNP are very high, 
in fact, among the highest in the world. In part this is accounted 
for by the fact that the figures for fixed private investment include 
the purchase of private cars and motorcycles and, to a much lesser 
extent, by the fact that some small maintenance costs are included 
in the public works figures for governments. But the general level 
of the figures is supported by other estimates and computations. 
Thus the figures in Table 33, which are computed from Colin Clark’s 
data on gross domestic capital formation and real income (both in 
international units),’° are generally consistent with those in Table 32 
and show that in most years Australia was well ahead of the other 
countries listed there in the ratio of investment to income. Along 
the same line, in Kuznets’ estimates of the ratio of gross domestic 
capital formation to GNP for the period 1947-52, Australia, with a 
ratio of 30.8 per cent, was second (and that by only o.1 per cent) 
in a list of 27 countries. The figures for some other countries were 
Canada, 22.5; France, 18.6; Sweden, 19.6; United Kingdom, 13.3; 
and United States, 17.9."® 

Because of its consistent yearly gains, public investment in Austra- 
lia increased substantially in relation to private investment and to 
total investment. Since the terminal years were not normal, a com- 
parison between them involves some distortion, but such a compari- 
son shows that private investment increased nearly fivefold while 
public investment grew by nearly tenfold. Between 1947 and 1956 
private investment multiplied 3.6 times while public investment was 
multiplying 4.6 times. In the first half of the period public invest- 


5 Colin Clark, The Conditions of Economic Progress (3d ed.; London, 1957), 
PP- 90-196, 596-97. 

16 Simon Kuznets, “International Differences in Capital Formation and Financ- 
ing,” in Capital Formation and Economic Growth (National Bureau of Economic 
Research, Princeton, 1955), p. 60. 
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TABLE 33 
Gross Domestic CAPITAL FORMATION AS PERCENTAGES OF REAL 
INCOME IN SELECTED COUNTRIES, 1947-52 





Country 


Australia 
Canada 

France 

Japan 

Sweden 

United Kingdom 
United States 





ee pees Clark, The Conditions of Economic Progress (3d ed.; London, 1957), pp. 90- 


ment averaged a little less than a fourth of the total, while in the 
second half it averaged almost a third. 

The increasing importance and the relative stability of public 
investment have several implications. First, it may be contended 
that since the government sector is making nearly a third of all 
investment and since that part of investment is stable, a substantial 
contribution has been made toward stabilizing total investment. On 
the other hand, it may be pointed out that when investment demands 
became larger than could be met from available savings and total 
investment had to be cut back to restrain inflation, the total burden 
of adjustment was thrown on the private sector. In other words, the 
private sector had to make greater reductions in investment because 
the public sector did not lower its demands. Finally, if it is as- 


*7 One reader of this manuscript points out that since a substantial part of the 
private investment had been of the “Milk Bar Economy” type, designed to produce 
luxury consumer goods, and since this had been at the expense of investment in the 
more primary and basic industries, perhaps it was just and proper that the private 
sector was made to bear the full burden of the adjustment. A similar argument was 
used by the government when it brought in the supplementary budget in March, 
1956; it was claimed that most of the “recent” expansion in investment had occurred 
in the private sector. There is much validity in this argument, but there are two 
considerations on the other side. 

First, as was pointed out earlier, government controls and subsidies were in some 
measure responsible for the luxury investments in the private economy. Second, as 
to the rate of expansion in private and public investment, the answer depends on 
the years chosen for comparison. From 1953 to 1955 or 1956, private investment 
approximately doubled while public investment increased very little. But 1953 was 
a year in which private investment was drastically curtailed by government policy. 
Private investment in 1955 and 1956 was lower than in 1952, although in the same 
period public investment increased slightly. From 1948 to 1955 private investment 
increased by 162 per cent while public investment was rising by 253 per cent. See 
Table 32. 
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sumed, as seems likely, that the shortage of investment funds will 
continue for some time and if the relative importance of public in- 
vestment continues, the private sector is likely to find it more and 
more difficult to obtain investment funds. In general, public demand 
for investment is less flexible than private, and public authorities are 
likely to be in a stronger position than private companies to obtain 
the investment funds they wish when total investment funds are 
limited. If that is correct, the rising importance of public investment 
could mean a slow starvation for private business. 

It was in connection with this problem that Sir Douglas Copland 
made a suggestion in 1957. He was concerned with the shortage of 
savings, particularly as it affected public investment. He said that 
Australia required an investment program equal to at least 25 per 
cent of GNP, which was “in excess of individual and corporate 
savings of any of the free economies.”"* He thought that the pro- 
portion of public investment in Australia, about one-third of the 
total, was probably too low. Public investment is curtailed, he said, 
because “the simple fact is that the amount of public investment 
needed in the modern world is beyond our willingness and capacity 
to save voluntarily for this purpose.”"® He pointed out that public 
authorities in Australia already were raising from taxation about 70 
per cent of their investment funds. He proposed that this should 
be extended through the development of larger surpluses. He did 
not state specifically, but implied, that these current funds would 
be in addition to borrowings at the present rate, since his main in- 
terest was in expanding public investment. His proposal was for a 
form of forced saving, and he suggested that it might even be feasible 
to give taxpayers low-interest bonds for a part of their taxes. 

If we assume that all of the forced savings would accrue to public 
authorities and that they would continue to borrow at the present 
rate, this would be bad news for private borrowers. There is a 
substantial amount of voluntary saving in Australia. If the present 
high level of taxation should be raised, it is quite likely that volun- 
tary savings would decline and the full amount of the decline would 
fall upon private borrowers. True, Sir Douglas said that “within a 
suitable framework of public investment the problems of private 
investment can be much more simply and easily handled,” and he 

18 “The Australian Economy: A New Look,” Economic Record, XXXIII (1957), 


14 


*° Ibid., p. 147. 
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proposed “a review of the tax system to ensure that the high rate 
of taxes required to meet the conditions of such a fiscal policy will 
not discourage savings or unnecessarily raise costs of production.””° 
But this latter is asking too much of the art of taxation. 

Australia, like all other countries with a high level of taxation, 
is already using extensively all the “best” taxes. If additional reve- 
nues are to be raised, there is little choice but to use the less desirable 
taxes. All groups are paying substantial taxes; if some groups or 
activities are favored by tax concessions, they will be hit by the 
measures which must be levied to make up the revenue lost by the 
concessions. The tax increases of March, 1956, were designed pri- 
marily to reduce consumption, yet in the following year consumer 
expenditures rose almost as much as GNP while private investment 
dropped sharply. Such a result is not a favorable omen for the 
success of Sir Douglas’ proposal. 


Is THERE A Limit To Pue.tic ExpEnDITURES? 


The great increases in public expenditures in many countries in 
recent decades have aroused speculation over the question whether 
there is a limit to expenditures. Can expenditures increase indefi- 
nitely without causing irrevocable harm to the economy? If there 
is a limit, where is it and what is its logic? 

Even before an attempt can be made to answer this question, it 
is necessary to narrow it greatly by marking out some boundaries. 
First, since the absolute amount of expenditures is comparatively 
meaningless in itself, it is necessary to measure it against some sig- 
nificant and logical criterion. The national income or GNP is usually 
regarded as the most useful criterion in this respect. Second, the 
limit, if there is one, may well vary according to a country’s stage of 
economic development, level of income, political and economic sys- 
tems, tax system, the kinds of consumer services provided by govern- 
ments, and other similar factors. Also, it is necessary to distinguish 
between conditions of war and peace. 

In relation to Australia, then, the question may be framed more 
specifically in some such terms as these: in a nontotalitarian country 
in which the economy is in an advanced stage of development 


*° [bid., pp. 148, 152. 
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(which implies a high level of income) and is based essentially upon 
free enterprise, how far can public expenditures be increased with 
respect to GNP (or national income) without harmful or disastrous 
effects upon the economy? Are there any forces, political or eco- 
nomic, which will tend to set a limit to expenditures? 

First, it may be worthwhile to make a very broad and even a 
tautological statement. It is obvious that there must be a limit 
somewhere short of 100 per cent. If that point were reached, na- 
tional income and public expenditures would be equal; the whole 
country would be run as one large family, and there would be no 
room for free enterprise. 

Second, the economic effects of public expenditures and public 
attitudes toward them are largely determined by their cost, which is 
largely represented by the taxes required to finance them. Hence, 
the possibility of any limit to expenditures cannot be considered apart 
from the methods used to raise the funds they represent. In fact, 
if it were not necessary to deal with the troublesome question of 
raising the funds, the millennium would be upon us since govern- 
ment could provide us with all we need without cost and there could 
be little objection to any conceivable amount of expenditure. 

This leads to a consideration of Mr. Colin Clark’s well-known 
hypothesis that in countries of the kind we are considering and in 
time of peace, the total taxes collected in a country may not exceed 
approximately 25 per cent of national income. Mr. Clark’s views 
have been set forth in three separate documents™* and have been 
subjected to searching examination and criticism.”” In his first paper 
Mr. Clark gave largely a political explanation of his limit; when 
taxation exceeds 25 per cent of national income there will be “a trans- 
fer of allegiance” toward inflation on the part of influential groups 
in the economy. A part of expenditures will be covered by infla- 
tionary deficits which will raise prices and cause a greater increase in 
national income than in public expenditures and thus reduce the 

71 “Public Finance and Changes in the Value of Money,” Economic Journal, LV 
(1945), 371-98; “The Danger Point in Taxes,” Harper's Magazine, December, 
1950, pp. 67-69; and a letter to the Joint Committee on the Economic Report, U. S. 
Congress, January, 1952 Economic Report of the President, Hearings before the 
Joint Committee on the Economic Report, 82nd Congress, 2d Sess., Jan.-Feb., 1952, 
‘ig Soe ae Joseph A. Pechman and Thomas Mayer, “Mr. Colin Clark on 
the Limits of Taxation,’ The Review of Economics and Statistics, XXXIV (1952), 


232-42; and Richard Goode, “An Economic Limit on Taxes: Some Recent Discus- 
sions,” National Tax Journal, V (1952), 227-33- 
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ratio of taxes below the 25 per cent level. In his second paper he 
shifted more toward an economic explanation: high tax rates tend 
to cause inflation by reducing incentives to work, lowering the re- 
sistance of management to wage increases, and encouraging wasteful 
expenditures. The critics have shown that the pertinent statistics 
do not support Mr. Clark’s thesis in the narrow and precise form in 
which he formulated it. They have shown also that he disregarded 
many other relevant matters of major importance, such as the size 
of the deficits and the effectiveness of monetary policies and controls. 
They have pointed out also that the ability and willingness of people 
to pay taxes are affected by the level of income, the structure of the 
tax system, the amount and kind of consumer services provided by 
the government, and many other factors. These are sound and 
logical criticisms and are what should be expected by any observer 
who takes a broad and realistic view of the problem. It would be 
remarkable indeed if there should exist a clear, simple, and precise 
relationship between such broad and complex factors as expenditures, 
taxation, and inflation. 

Mr. Clark’s critics do not deny that there are limits to taxation. 
Pechman and Mayer conclude their paper in these words: “It does 
not necessarily follow from what has been said that there are no 
limits to taxation . . . . Clearly, there are limits to taxation, but 
they cannot be determined by rule of thumb.”** Their main con- 
tention is that the limit is far less precise and is determined by many 
more factors than envisaged by Mr. Clark. 

What bearing does this have on a limit to public expenditures? 
As was noted above, there is, in general, no substantial resistance or 
opposition to expenditures as such. The resistance is directed against 
the high level of taxation necessary to pay for the expenditures or 
against the inflation which may result from paying for a part of the 
expenditures from deficits. When the level of expenditures exceeds 
the tolerable level of taxation, the people will express their opposition 
through political channels and also by evasion, seeking of special tax 
concessions, and by other means. This reduces or limits the amount 
of tax revenues available for financing the expenditures. Public 
authorities may then curtail expenditures, or they may continue to 
spend and finance the excess from deficits. In time this is quite likely 
to cause inflation, but many other things may happen to retard or 


*° Op. cit., p. 242. 
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accentuate the inflation. Inflation, if and when it comes, will tend 
to make the tax load more bearable, at least for many groups in the 
economy, and it may so stimulate economic activity that real income 
is increased for a time. In such a condition, if the excess of expendi- 
tures over tax revenues is moderate and the inflation is mild, the 
process may go on for a considerable time without a crisis. But if 
inflation continues and increases and there is little or no increase in 
real income, popular dissatisfaction will mount, and when it becomes 
sufficiently strong the public authorities will have no choice but to 
curtail or reduce expenditures. All of this will be affected by the 
sense of urgency which prevails and the priority which the people 
place upon public expenditures. 

In this statement the limit is very broad and imprecise in nature 
and uncertain in its working. But it could hardly be otherwise in 
the real world; in this realm there is seldom any place for rigid and 
precise formulae. That being true, it does no good to deceive our- 
selves by trying to impose precise and exact generalizations upon 
facts which are basically and inherently inexact and imprecise. 

It is now appropriate to see what the patterns of taxation and 
expenditures have been in Australia. Table 34 shows tax revenues 
and expenditures as percentages of national income for several years 
since 1939. Expenditures started from about 27 per cent just before 
the war and rose rapidly to 59 per cent. Thereafter they fell, slowly 
at first and then more rapidly, until they were back to the general 
prewar range. In the meantime taxes rose to about 28 per cent, 


TABLE 34 
TaxeEs AND PupLic EXPENDITURES AS PERCENTAGES OF NATIONAL 
INCOME IN AUSTRALIA FOR SELECTED YEARS, 1939-55 








Year Ending Expendi- || Year Ending Expendi- 

June 30 tures June 30 Taxes tures 
1939 Dili 1950 24.1 29.0 
1943 58).1 1951 24.6 2) 2D 
1945 49.5 1952 30.2 34.3 
1946 43.4 1953 27e5 32.8 
1947 33.4 1954 26.5 30.2 
1948 52 1955 26.0 30.7 
1949 PIS) 








Sources: Commonwealth Bureau of Census and Statistics, White Papers on National 
Income and Expenditures. 
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stayed there until 1948, and then fell to Colin Clark’s “critical” area 
of about 25 per cent. 

When price controls were removed in 1948, a strong inflationary 
movement developed. Thus, contrary to Clark’s thesis, inflation 
developed at a time when both taxes and expenditures were lower in 
relation to national income than for many years. The explanation, 
of course, was that a large amount of purchasing power had accumu- 
lated during the war, and when price controls were removed it was 
free to exert its natural effect. This illustrates how circumstances 
may reverse the stages which Clark described. 

The inflationary movement received a great impetus from the 
Korean War and the fabulous wool boom. It was necessary to in- 
crease public expenditures sharply, both for defense and also to 
offset the effects of higher prices. At first tax increases were quite 
modest, and the increased expenditures contributed to the inflation. 
But by the last half of 1951 the situation was critical, and drastic 
action was required to stop the inflation. Taxes were increased 
sharply, and a major effort, only partly successful, was made to halt 
the increase in expenditures. Taxes now rose to 30 per cent, and 
expenditures to 34 per cent, of national income. Both of these 
figures were higher than they had ever been except during or imme- 
diately after a major war. There was strong public resistance both 
to the high level of taxation and to inflation. This meant that the 
only alternative was to work on expenditures. The steps to curb 
expenditures which had been taken in the latter part of 1951 began 
to exert their effects, and during 1952 it became apparent that the 
Korean War would not spread, so it was feasible to reduce defense 
expenditures. In the latter part of 1952 some slight reductions in 
taxes were made, and further efforts were made to stop the increase 
of expenditures. 

The increase in expenditures was almost stopped in 1952/53 and 
entirely halted in 1953/54, although no significant reduction was 
accomplished. Further tax reductions were granted in 1953, and 
this step, plus the continuing but greatly slowed inflation, reduced 
the ratio of taxes to national income to 26.5 per cent in 1954. In 
the meantime the expenditure ratio had fallen to 30.2 per cent. 

The experience of this one period would seem to indicate that 
in Australia under present conditions there is a “critical zone” for 
total taxation. That zone falls between 26 and 30 per cent of na- 
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tional income; as the ratio approaches the upper limit, resistance to 
taxation increases sharply and usually some relief will be necessary. 
This was true in the period considered even though there was a 
variable element of war psychology present during a part of the time. 
A comparable “critical zone” for expenditures would seem to lie 
between 29 and 33 per cent of national income, although the bound- 
aries of this zone are probably even more flexible than the boundaries 
of the taxation zone. 

Undoubtedly these two critical zones have moved up over the 
past half century with changing conditions and especially as a result 
of the two world wars. A most significant question for the future 
will be the extent to which these zones will continue to move up with 
changing economic and political conditions. 


SoME CONCLUDING OBSERVATIONS 


A glance over the preceding pages will show that the factors 
which influence and determine public expenditures are numerous, 
diverse, and complex. They are found in every major field of 
human activity—international, military, political, social, and eco- 
nomic. Further, as has often been pointed out, expenditures tend to 
be rigid and inflexible on the down side. This is especially true in 
the case of those which represent cash payments or benefits directly 
to individuals, which have come to be a large part of modern budgets. 
All of this means that it is not possible to manipulate expenditures 
quickly and precisely as an instrument of fiscal policy; they are 
sluggish, imprecise, and uncertain in their reactions. This situation 
is accentuated when governments operate large business enterprises, 
for the payments out of public treasuries which they frequently entail 
usually behave in ways opposite to those indicated by sound fiscal 
policy. 

The federal form of government presents financial problems 
wherever it is found. It presents special problems in Australia for 
several reasons. First, local governments have not developed their 
fiscal capacities to the point where they carry a major part of total 
governmental responsibilities and duties as they have in many coun- 
tries. This has cast a special load on the states. Second, the states, 
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in addition to these functions which the local governments have 
passed to them by default, have assumed the great responsibility of 
operating the railways, which in many other countries are operated 
either by private enterprise or by the national government. In the 
face of these great responsibilities, the states have never had adequate 
revenue sources since they are denied the right to levy indirect taxes. 
Third, the Commonwealth, by adopting and retaining Uniform 
Taxation, has reduced still further the taxing power of the states 
and has made them, for all practical purposes, dependents of the 
national government. This is one of the major financial problems of 
Australia and promises to remain so for a long time. 
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302 APPENDICES 


APPENDIX G 
Some MEasurEs OF CONSOLIDATED PuBLIC EXPENDITURES 
IN AUSTRALIA FOR SELECTED YEARS, 1929-55 
(Fiscal years ending June 30) 





In Current Pounps In 1954/55 Pounps 
Total Per Total Per Total as Per 
Year (millions) Capita (millions) Capita |Cent of GNP 
1929 185.4 29.2 425.6 67.1 20.4 
1932 157.4 24.0 432.9 66.1 24.9 
1936 178.1 26.4 494.4 7332 21.3 
1939 PAN 30.4 541.0 78.0 peA Sy | 
1940 249.3 35.6 626.9 89.5 24.4 
1941 362.4 Bile 862.0 121.8 BS 
1942 506.2 70.8 113257 158.5 3957 
1943 736.3 103.2 1530.5 212.4 50.2 
1944 701.2 96.4 1457.5 200.4 47.0 
1945 620.3 84.4 1289.3 175.4 42.7 
1946 562.4 TS0 1159.8 156.1 Ses 
1947 463.5 61.7 934.1 124.2 28.5 
1948 446.4 58.4 847.9 111.0 22.2 
1949 546.6 70.1 943.1 121.0 24.0 
1950 668.8 83.1 1057.2 131.4 24.6 
1951 914.0 110.1 1263.3 15232 252 
1952 1128.7 18223 1273.4 149.3 2952 
1953 1185.4 1547 1229.2 140.5 28.2 
1954 1166.3 131.0 1165.1 132.0 25.6 


1955 1266.9 139.4 1266.9 139.4 25.8 
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